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On the Cover

Dr. Sung Il Chang examines
a beaker of algae in the
growing room at Arch’s
research center in
Cheshire, Connecticut.

Innovative Science Drives
Global Growth in Exciting
New Biocide Applications

Thanks in part to the
superior work of our
research scientists, process
technology engineers and
technical customer-support
specialists worldwide, Arch
is a leading global supplier
of biocides to control the
growth of harmful
microbes.

On page 4, Dr. Radu
Craciun samples the new
generation of Arch’s
Wolman® E copper azole
presewaiive in our wood
formulation laboratory.
This preservative is used
to create the Wolmanized®
Residential Outdoor® wood
donated for building the
Victory Junction tree house.

Dr. Richard Shalvoy is
shown in the Cheshire
analytical laboratory above
our feature on page 5
ahout Arch'’s calcium hypo-
chlorite feeder systems and
sanitizers used to treat
drinking water.

Above our story on page 6
about Arch biocides used
to deter the growth of
algae and other foulants
on aquaculture nets,

Arch research scientist

Dr. Sungmee Choi works
in a microbiology lab at
our Cheshire facility.
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Dear Fellow Shareholders:

The significant, year-over-year increase in sales and earnings that
we achieved in 2006 was driven by two key forces: our Water
Products team’s outstanding achisvements under its multifaceted
profit margin improvement plan, and our success in capitalizing on
Arch’s position as the most comprehensive supplier of biocides in
the world.

Sales in 2006 increased 10 percent to $1.4 billion, while earnings
per share from continuing operations {excluding non-recurring,
special items) rose to $1.61, up 20 percent from 2005. Including the

~ special items, earnings per share were $0.61. Reflecting growing

global demand for biocides and other products that help keep our
world safer and cleaner, we achieved solid sales growth across our
major biocide businesses—Woater Products, Wood Protection,
Personal Care Products and Industrial Biocides.

To be p;recise, we achieved record sales of our zinc Omadine®
biocide, further strengthening its position as the most popular
antidandruff agent in the world. In fact, we expect to begin
construction this year on a new Omadine® facility in China

to satisfy increased demand for antidandruff shampoos in that
fast-growing market. This new plant will be a part of Arch’s
growing complex of offices, laboratories and manufacturing
facilities in China,

Arch’s Top Leaders

From left to right,
Exécutive Vice President
an& Chief Financial Officer
Lm'xis S. Massimo, Chairman
Michael E. Campbell and
Emlacutive Vice President

Paul J. Craney.




NASCAR Stars and
Arch Wood Protection:
A Winning Team for
Sick Children

When NASCAR star Kyle
Petty and other backers
needed wood to construct a
three-story tree house at
their Victory Junction camp
for seriously ill children near
Greensboro, North Carolina,
Arch Treatment Technologies
donated its innovative
Wolmanized® Residential
Outdoor® wood for the
project. Treated with our
advanced Wolman® E |
preservative, which protects
wood against termites and
fungal decay, this wood has
earned the Good House-
keeping™ Seal. It is used in
residential projects such és
playsets, decks, walkways
and gazebos.

recorded significant year-ovar-year ‘ p g

BR

income. And while our Wood Protection business faced a challeng-
ing year in 2006 due to high copper raw material prices, we have
taken vital steps to significantly improve its operating results in
2007. These include raising prices and cutting costs while prudently
investing in new product development. In fact, our recent introduc-

~ tion of new, organic products has bolstered our position as a

leading global supplier of advanced wood preservatives.
Water Products Margin Improvement Plan

In 2006, Water Products’ return on sales rose to 8.7 percent—
more than a 600-basis point increase over 2005 and well on the
way towards improving our return on sales in 2007 to the 10- to
11-percent range. The turnaround in 2006—a step-change that
represented a $32 million year-over-year increase in o;j)erating
income —was driven by increased pricing; an improvement in our
customer and sales mix; cost reductions in manufactuging, supply
chain and SG&A,; and the positive contribution from our acquisition
in late 2005 of the Nordesclor water-sanitizer business in Brazil.

|
In short, our Water Products team executed their improvement
plan brilliantly under the leadership of Louis Massimo,|Executive
Vice President and Chief Financial Officer. Some of thelinnovative,
analytical tools that contributed to Water Products’ turnaround are
now being applied to other Arch businesses to further |strengthen
their financial performance. l




dn addition to increasing sales in the professional pool and spa
dealer market in North America, Water Products is also growing
sales by supplying our proprietary feeder systems and sanitizers
for treating water in industrial, commercial and municipal applica-
tions. In South Africa, for example, we are treating beverage bottle
wash water and the formuia water used to make a major cola
drink; we’re aiso involved in post-harvest washing of fruits and
vegetables and the treatment of irrigation water for the cut flower
industry. Our sanitizers are also used to treat water in both gold
and platinum mines and the cooling water used in major industrial
plants. And our sanitizers are treating municipal drinking water and
sewage wastewater in Europe and Africa.

Focus on Biocides: Long-Term Benefits

Recent trends have confirmed the strong growth potential of Arch's
position as the world’s most comprehensive biocides supplier.
For example, regulations governing the approval and sale of biocides
and related products are growing increasingly stringent worldwide,
as evidenced by the Biocidal Products Directive (BPD) in the
Eurapean Union. Lacking the expertise or commitment to comply
with BPD's testing requirements, some suppliers are simply drop-
ping products from the market. This further enhances the value of
Arch's broad array of biocide products, whose safety and efficacy
have been proven by many years of toxicological and environmental
fate stuc:lies as well as by superior performance in the field.

|
Benefiting from a strong “green building” trend, Arch Wood
Protection last year launched its new FrameGuard® treated wood
that employs organic fungicides and borate compounds to protect
wood fr:om mold, termites and fungal decay. Manufactured by
licensees of Arch Wood Protection and used in residential and
comr‘nelrcial building trusses, I-beams and lumber, FrameGuard®
recently earned a GREENGUARD® Indoor Air Quality certificate
from the GREENGUARD Environmental Institute, a well-respected
name in green building circles.

[ . :
In the global health and hygiene market, Arch’s Cosmocil CO®
biocide is experiencing growing demand as a sanitizing agent in
gauze bandages used in hospitals and doctors’ offices and in over-
the-counter topical treatments for infected cuts and wounds. Arch
biocides are also being tailored for disinfectants used by veterinarians
and pet owners to destroy potentially fatal cat and dog viruses.

Franlce and South Africa
Tap Arch for Drinking
Water Improvements

New laws governing drinking
wateler standards in Europe
havcla created opportunities for
Arclil to improve the quality
of life for local residents.

In partnership with Saur,

a El.fropaan water utility,
Arch recently supplied the
city| of Pontivy, France with
a complete water system
upg'rade, including our HTH?
bratf\d calcium hypochlorite
tablets and safer, more cost-
effective feeder equipment.

Across the globe, Arch stepped
in when administrators at
Johlannesburg's O.R. Tambo
lnte:rnational Airport in South
Africa needed to replace

am:lI update their drinking -
watler system. The new Arch
sanitizing system offers
sigpificantly increased safety,
efficiency and water purity.




Fish Farmers Cast the
Net Out for an Innovative
Arch Solution

Right now, in restaurants and
home kitchens worldwide,
people are preparing and
enjoying delicious dishes
featuring a variety of seafood
—much of it raised by fish
farmers. These aquacultlljre
pioneers have been burdened
by algae and other organisms
building up on their nets,
restricting the flow of needed
oxygen and water to the fish.
Enter Arch Chemicals. We
have tailored a key Arch
biocide for use in coatings
that are applied to the nets.
The result: cleaner nets,
healthier fish and satisfied
consumers. Similar environ-
mentally preferable Arch
biocides have long heen used
in marine antifouling paints,
which deter the growth of
algae on ships’ hulls.

Michael E. Campbell

Innovative Employees Driving Arch Forward

As these examples demonstrate, Arch is a world leader in providing
biocides to help make people's lives better, safer and healthier.
Ultimately, our performance stems from the ingenuity and hard
work of our 3,000 employees worldwide. Drawing on their superior
product formulation skills and regulatory expertise, our employees
excel at tailoring our products to meet customers’ exacting and
unique needs and to help them secure needed regulatory approvals
for products that incorporate our ingredients. On these pages, you've
seen examples of Arch research scientists at work on key biocide
products that are helping drive growth in vital global markets.

| am extremely pleased that we significantly improved our financial
performance in 2006, and | am confident that we can deliver even
better performance in 2007. Our entire management team is excited
about Arch’s future. We have an attractive portfolio of core biocides
businesses, and we are well positioned to accelerate their profitable,
global growth opportunities. We also remain committed to improving
our profit margins and maximizing cash generation. By sticking to
these basics, we are confident that we can continue to enhance
value for all of our stakeholders—shareholders, custofmers,
employees and the communities in which we operate.

|
|
Chairman, President and Chief Executive Officer ‘
March 1, 2007 ’
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PARTI ~ | o

1

Item 1.  Business o |
General . : . i :

Arch Chemlcals Inc. (“Arch”, the “Company” or “We“) is a global biocides company prov1dmg innovative,
chemistry-based solutions to control the growth of harmful microbes. We are focused on delivering glc')bal
growth driven by innovation. Our concentration is in water, hair and skin care products pressure-treated wood
paints and building products, and health and hygiene applications. The principal business segments in wh:ch the
Company competes are Treatment Products and Performance Products. The Company’s ability and w1llmgness
to provide superior levels of technical service, chemical formulation skills, regulatory expertlse and cuslomcr
support, the manufacturing flexibility of many of its facilities, and the cultivation- of close customer relatlonshlps
are the core skills on Wthh the Company relies to serve its global markets and customers. - l

The Company was organized under the laws of the Commonwealth of Virginia on August 25, 1998 Ls a
wholly- owned subsndlary of Olin Corporatnon (“Olin™) for the purpose of effecting a tax- free dlstnbuuon of
Olin’s Specialty Chemical Businesses (“Distribution”) to the shareholders of Olin. The Distribution occurred on
February 8, 1999 (“Distribution Date”) upon which the Company became a separate, independent, pubhcly ?e]d
company.

The term “Company”, “We" or- "Our as used in Parts I and 1T of this Report means Arch Chemicals, Inc.
and its subsidiaries unless the contexi indicates otherwise. The Company’s products and services descnbed in
this Report may be sold, distributed, manufactured or provided by Arch Chemlcals Inc. or by one or more of its
subsndlanes affiliates, or Jomt ventures. ‘ ‘ . b

|

The Company makes avallable through its * Internet  website, which is located | at
http:/fwww.archchemicals.com, its Annual Report on Form 10:K, its Quarter]y Reports on Form 10- Q 1ts
Current Reports on Form 8-K, and amcndments to those reports filed or furnished pursuant to Section 13(a) or
15(d) of the Securities Exchange Act of 1934 as soon as reasonably practncable after being electronically ﬁled
with or furnished io the Securities and Exchange Commission (“SEC”). The Company does not charge any | fecs
to view, print or access these reports on its website through the Internet. Interested persons may read and copy
these reports, proxy statements and other information at the SEC’s Public Reference Room at 100 F Street, N.E.,
Washington, D.C. 20549 and may obtain information on the operation of the Public Reference Room by ca]|]1ng
the SEC at 1-800-SEC-0330. The SEC also maintains an Internet website, located at http://www.sec.gov, that
contains reports, proxy statements and other information regarding reglstrants such ds the Company, that ﬁle
electromca]ly with the SEC. E

Products and Services , ‘ ' co |

: ]
The Company's products and services fall within two business segments: Treatment Products jand
Performance . Products. For financial information about each of the Company’s segments, and foreign jand
domestic and export sales: and long-lived assets, see Note 18 of Notes to Consolidated Financial Statements
contained in Item 8 of this Report. The principal products of each business are described below. For customer
concentrations, sec “Businéss and Credit Concentrations” contained in Note 1-of Notes to Consolidated Fmanc1al
Statements contamed in Item 8 of thlS Report. - : , _ i :

E ' ‘ -

~ Treatment Products © o ' . ’
Within its Treatment Products segment, the Company maniifactures and sells water treatment chemic':als
biocides and personal care specialty ingredients, and wood treatment and mdustnal coatings chemlcalsland

related services. !

HTH Water Products. The Company sells chemicals and equipment on a worldwide basis for! the
sanitization and treatment of residential and commercial pool and spa water, drmkmg water and water used in

2

|
|
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industrial applications. The Company sells both chlorine-based products (calcium hypochlorite and chlorinated '
isocyanurates) and non-chlorine-based products (poly (hexamethylene biguanide) hydrochloride (“PHMB™)} as
sanitizers. The Company’s pool chemical products are sold primarily under the wrdelyl—recogmzed HTH® brand
name the POOLIFE® brand name and the Baquacil® and Bagua Spa® brand names.| The Company also sells
commercral pool products under the Pulsar® brand name. The Company’s water chemlcal products are also’
dlsmbuted as .private-label brands. In"addition to PHMB:, calcium hypochlorite- and phlonnated isocyanurate-
based water sanitizing chemicals, the Company selts ancillary chemicals and accessones for the maintenance of
.resrdenual ‘and commercial pools such -as algaecides, clarifiers and test strips. The Company is a leading
worldwide producer and seller of calcium hypochlorite with various concentrations’ of available chlorine. The
Company has a competitive'advantage through ownership of several patents covering the manufacture and use of
pool chemicals and equipment, as well.as through the ownership of strong brand names. \The Company is a major
manufacturer and seller of PHMB-based pool and spa treatment chemicals in the U.S. ithat are sold primarily to .‘
U S. pool and spa owners throligh an extensive network of authonzed independent retailers, rather than through

mass market retailers. - Lo Lot

I v : ’ ' : K :

‘. “The Company s water products are also sold in the municipal water market for the purification of potable
water The Company sells calcium hypochlorite to purify potable water mainly in a number of countries’outside -
the U.S. The Company is working'to expand its - presence in the mun1c1pal and industrial water market both
"domestically and mtematlonally ' : : : :

1-A'.. .t . . P as, S . ) .

+ + In 2006, approximately 60% of the Company s water. products sales were wnthmI North America, and the
remaining 40% were throughout the rest of the world. In North America, the Company sells water chemical
products to retail merchants-and to podl dealers. The Company’s Brazilian - subsidiary Arch Quimica Brasil
Ltda; manufactures and dlsmbutes calcium hypochlorite and other water chemical products in Brazil and other
South Amencan countries.” Coa _ : . : S
1 E PR < .

_ I In Europe, the Company manufactures and sells chemicals, equipment and accessories for poofs and spas
mamly through its wholly owned subsidiary, Arch Water Products France, 3.A.S., loc'ated in France. In South
Afnca the Company manufactures and sells chemicals-and equipment and accessories for pools'and spas -mainly

through its wholly owned sub51d1ary, ‘Arch Water Products South Afnca (Propnetary) Limited.

‘ i ~ Personal- Care ‘and Indusrrtai Bmcrdes The Company:is a leadmg global supplier of biocides for
preservanon of industrial and  consurner products. It manufactures biocides that control dandruff on the scalp-and,

1n various-other applications; the growth of micro-organisms, particularly fungi and algae The Company also
develops manufactures and-markets biocides for anti-bacterial applications. Most of our biocide products are
marketed undér well-recognized trademarks, such as Omadine®, Omacide®, Triadine®, Proxel®, Purista®,

Vantocil®, Reputex®, Cosmocil® and Densil® biocides. A large'portion of the biocide chemicals produced by the
Company are based on.the zinc, sodium and copper 'salts of the pyrithione molecule.| These pyrithione-based
biocides include over twenty products with differing active concentrations, forms and|salts, and the Company
believes it is-a worldwide leader in these biocide products. Other biocide chemlcals are. based on
tpdopropargyl n-butylcarbamate (“IPBC"), a broad-spectrum fungicide, and serve the metalworkmg fluids and
coatings markets. The [PBC-based biocides currently- consist .of five variations wtth| others in development
stages. The Company’s offerings also- include two well-established molecules —:1,2 benzrsothtazolm {(“BIT™)
and PHMB. The Company is the leading supplier of BIT and PHMB into the global b10c1des market and now
supplies biocides used in health and hygiene ‘applications. Biocides make up a small pomon of the content of the
customer’s end products, and therefore must be highly effective at low concentrations as|well as companble with
the formulatton s other components. Meetmg the biocide customer’s-needs requires a high degree.of technical
support and the expertise to-do business in a highly regulated environment. The Company s ability to meet these-
needs makes it a'preferred supplier in the biocides market, We are also uniquely positioned as the only pyrithione
' suppller with U.S. Environmental Protection Agency (“U.S.-EPA”) registrations for eoattngs and antifouling
pamts and one of two with a-U.S. EPA registration for metalworking fluids. In 2005; the Company obtained a
U.S. EPA registration for its Purista® brand biocidé, which is'based on PHMB, for use in textiles. The Company

3
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, .
also paiticipates in the personal care market with actives and functional ingredient products sold’primarily to
manufacturers in.the global cosmetic, -toiletries and personal care industrics: We provide these custome'rs with.
biotechnological active ingredients, delivery systems proteins, botanicals and functronal ingredients, pnmanly
for.use in skin and harr care formulations.

b - o - E

Wood Protection a'nd Industrial Coatings. . The Company is a leading producer of wood treatment chemical
solutions that enhance the properties of wood. The products sold by the Company are critical to the perfo!rrnance-
and value of end-use products. Our wood preservatives and fire retardants are sold tinder the brand names
Wolman®, Dricon®, Tanalith™, Vacsol™, and Resistol™ in markets around-the world. These products‘protect
wood against rot, fungal decay, or térmites and other insects or retard the combustibility of wood. Our principal
customers are sawmills and treaters of softwoods that require chemical treatment, thus giving softwoods the
performance of naturally durable wood species in service. In the U.S. and Canada, the majority of our customers
are licensed wood treaters that operate under guidelines and standards established by the Company. The program
includes the use of the brand name for sale of the prdducts produced by the licensee as well as an eJ:(t'ensive
support package comprised of marketing, technical, engineering and environmental services. The Company’s
customers sell their treated wood products into the construction, utility, residential and agricultural, markets In
2005, the Good Housekeepmg Institute announced that Genuine Wolmanized® Outdoor® Wood, a product which
is dependent on the Company’s patented copper-azole (Wo!man® E) chemistry, earned the Good Housekeepmg
Seal. This wood is used in decks, gazebos, walkways, landscaping and other exposed projects. In 2(}06 wood
treated with our Dricon® fire retardant also eamned the Good Housekeeping Seal. As a result of voluntary
regulatory changes, the Company has transitioned ‘from its chromated - copper arsenate (“CCA”) wood
preservative to a new generation of wood preservatives for use in non-industrial applications: Growing consumer
preferences and the availability of alternative products have moved the industry to CCA-substitute products The
Company responded to such transition by offering its Wolman® E and Tanalith® E patented products to; treaters
servicing this major segment of the industry. The Company continues to supply CCA for industrial purposeés such

as the treatment of wood used in marine pilings, utrlrty poles and hrghway materials. - '
1

The Company owns 49% of a joint venture with Koppers Inc., based in Pittsburgh, Pennsylvania) for the
manufacture and distribution of wood treatment chemicals to the Australian and Asia-Pacific markets. |
L . . , . . . I .
The Company also manufactures and selis a wide range of industrial coatings for a-variety of applications
for wood and other materials in markets primarily located in Europe. These finishes are primarily industrial- or
consumer-applied products for the surface decoration and protection of wood, including stains, polyeslter— and
polyurethane-based coatings, and water-based coatings and UV systems that incorporate_ new technology. These
coatings products are sold primarily under the brand names Sayerlack® and LineaBlu™ . The major markets for
these products include, home and office furniture, window and door frames, picture frames, and other :‘Tpecralty
markets: The Company believes it is a market leader in France, and has a strong presence in several other areas
of Europe, including the strategic Italian market and the United Kingdom. The Company also has operauons in
Spain and sales and technical support facilities in the U.S., China and Singapore that support sales efforts in
North America and Asia.- Major customers for these coatings require a high degree of applications assrstance and
the development of a'total coatings. solution, including product development is key to the growth of this
business. As a result, the Company has many long-standing customers and 'its customer base includes many of -
the leading furniture and joinery manufacturers‘ in Europe.

: |
Performance Products : i

1

Performance Urethanes The Company’s Performance Products segment includes the manufacture and sale
-of a broad range of urethane intermediate products with diverse end uses. The urethanes products sold by the
Company irnpart physical characteristics that are critical to the performance and value of the customer s' énd-use
products. Custom manufacturing services are also provided. The business is characterized by close customer
relationships with entities who are leaders in the markets in which they compete. The flexibility afforded by
batch manufacturing in some operations, combined with the Company’s abitity and willingness to’ provide
: o . T
4 . ,

+




~ -superior technical support, enables it to respond to the specific,needs of a diverse group of customers. This gives
*.the Company an advantage over competitors whose manufacturing processes and related cost structure constrain

| their ability to respond cost effectively to smaller volume customers,

kS

i - The Company s performance urethane products business includes flexible po]yols specialty polyols and
‘glycols and glycol ethers. Specialty. polyols, which are used as ingredients for elastomers, adhesives, coatings,

sealants and rigid foam, are manufactured at the Company’s ‘Brandenburg, Kentulcky site, as well as by its
Venezuelan subsidiary. The Brandenburg facility also manufactures. glycols and glycol ethers for use as
! ingredients in-cleaners; personal care products and amlfreeze and provides custom ‘manufactunng of specialty
i chemicals for a small group of companies. Flexible polyols, which are used in the furniture, bedding, carpet and

Andina, C.A., for South Amencan markets 1 .

> Hydrazine.-”[he Company supplies hydrazine hydrates and hydrazine derivatives. Hydrazine hydrate
« products. are “sold. for .use in chemical blowing agents, water treatment ‘chemicals, agricultural products,
pharmaceutical ‘intermediates and other chemical products.. The hydrazine hydratds are supplied in various

‘ concentrations and in packaging containers that include bulk, tote bins and drudls Since early. 2004, our
' | hydrazine hydrates plant has been idled and the Company purchases hydrazine hydrales from a third party
1 suppher for resale to its customers and as an ingredient for our formulated hydrazme producis.

' The Company supplles propellant grade hydrazine and hydrazine denvatlves for-use as fuel in satellites,

| |

, expendable launch vehicles and auxiliary and emergency power. units. These propellam grade hydrazine products
-, include Ultra Pure™ hydrazine (“UPH”), anhydrous hydrazine (“AH”), unsymmemcal dimethyl hydrazine

t(“UDMH"™), monomethyl hydrazine (“MMH™) and hydrazine fuel blends. In March ‘2005 the U.S. Government

*awarded thé Company a long-term contract for the production, storage, distribution and handling’ of its
_+ hydrazine-based propellants. This contract replaced an earlier contract which expired in April 2004. Full scale
iproduction under this new contract is scheduled to begin in 2010. In addition. to space- -related- applications-in
' satellites and launch vehicles, auxiliary power from hydrazine-driven units is used on the NASA Space Shuttle

'for maneuvering its rocket engine nozzles and for operating valves, brakes and landmg gear. Emergency power .
vfrom hydrazine is also provided to jet aircraft such as the F-16 to operate electrical and hydraulic units in the -

.event of an engine flameout. The Company also supplies special packaging containers including cylinders to-

'iimprove the safe handling and storage of hydrazine propellants. * : w1

', 'Customers
E - The Company s customer base is diverse and includes pool and spa retailers, world- renowned consumer,
product companies, major big box retailers, furniture manufacturers, national and regional chemical and

lequipment distributors, wood ftreaters, sawmills, other chemical manufacturers and the ‘U.S. Government. No

¥

*smgle customer has accounted for more than 10% of the Company's total annual sales|1n 2006, 2005 or 2004. A .

'significant portion of sales of the Treatment Products segment (approximately 18% in 2006 and 17% in 2005 and
:2004) is dependent upon two ‘customers, one customer accounung for a significant portlon of the sales of the
' IHTH water products business and the other customer accounting for a significant p'omon of the sales of the
personal care and industrial biocides businesses. For additional information about customers, see the information
under the caption “Business and Credit Concentrations” in Item 7 of this Report.

_Raw Materials and Energy _

o The Company utilizes a variety of raw materials in the manufacture of products for its businesses. Outlined
below are the pnnmpal raw materials for its businesses.. The majority -of the Company s raw material
reqmrements are purchased and many are provided pursuant to written agreements. Overall, principal raw

" materials have historically been generally readily-available to the Company as a whole.

i
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packaging industries, ‘are manufactured by the Company’s wholly owned Venezuelan subsidiary, Arch Quimica -

.




in 2004.-

i
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Treatment Products.’ The principal raw materials for HTH water products include chlorine, caustic soda,
lime and chlorinated isocyanurates. For other pool chemicals, the primary raw material is cyanamide liquor. ’
. (I
The principal raw materials for industrial biocide treatment chemicals and personal care specialty ingre:dient
chemicals are pyridine, zinc sulfate, iodine, phlhahc anhydnde thionyl chloride, chlorine, cyanamlde hquor and
propargyl butyl carbamate.

' fr
[
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The pnnc1pal raw materials for wood protection products include serap copper chromlc acnd

_ monoethanolamine, tebuconazole, copper carbonate, arsenic trioxide, cupric oxide .and' proprietary orgamc

biocides. The raw materials for the industrial coatings line include a wide variety of polyester and polyurelthane
Tesin systems, organic- solvents, nitrocellulose, acrylic resins, acrylic and vinyl emulsions, titanium dlox1de
isocyanate, various pigments and colors and stains. o P e : | -

Performance Products The principal raw materials for the urethanes products are pnmanly propylene
propylene oxide and.ethylene oxide. Chlorine, caustic. soda and ammonia are the key raw materials for the
hydrazine business. For this segment, propylene is the most significant raw material that is subjecl 1o 51gn:ﬁcant
price volatility. B : : . I

v . . t '

Electricity for the Company’s manufacturing facilities is mostly supplied to the Cornpany by puolic or
government utilities while other third parties supply it at shared sites. Natural gas used for steam productlon is an
important energy source.for many of the Company’s U.S. manufacturing sites, particularly its Brandenburg,
Kentucky facility, and is purchased from multiple suppliers. . '

Research and Development and Patents

- The Company’s research activities are conducled at several sites including Cheshire, Connecticut; New .
Castle, Delaware; South Plainfield, New Jersey; Conley, Georgia; Blackley, England; and Pianoro,] Italy.
Company-sponsored research expenditures were $18.2 million in 2006, $21.2 million in 2005 and $15.4 mllhon
_ | '

In general intellectual property is 1mportant to the Company, but no one technology, patent or license or
group thereof related to a specific process or product is of material importance to the Company as a whole. I
l
|

The Company beheves that its broad patent portfolic in the Treatment Products segment prov:des a
sustamable competitive advantage for the treatment chemical businesses. !

"

The Company has a signiﬁcant patent pgrtfo!io related to HTH water products that includes 41 U.S. patents
and numerous foreign counterpart patents. Three of these U:S. patents are for technology relating jto the

- manufacture of J3™ calcium hypochlorite, which enables the Company to produce calcium hypochlorit;e with

superior dissolving.characteristics, and are materially important to the HTH water products business. Two of
these three patents expire in 2009 and the other expires in 2010. Most of the remaining patents continue at least
until 2012. Another significant patent, which expires in 2013, is for the multifunctional formulated trichloro-
isocyanuric (“trichlor”) tablets. These multifunctional tablets offer enhanced benefits to the Company’sI water
treatment customers as distinguished from basic pure trichlor tablets. The Company has five other matenal u.s.
composition patents for formulated pool chemical products that provide the Company with advantages in produet
shipping and storage. Of these five composition patents, one expires in 2008, one in 2009, one in 2022 and two in
2023. The other patents cover manufacturing processes, other multifunctional formulated products, and chemlcal

. feeder systems for residential/commercial pool and municipal water treatment applications. The Company has

been awarded a patent covering a dissolving chamber design for chlorinator systems. This patent expires m 2021.
The Company has fan expansive biocides patent portfolio that includes 61 U.S. patents; including pfrocess,
composition and application patents and numerous foreign counterpart patents. The Company’s biocides bl'usiness

; 6
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+holds several U.S.-patents relating to antifouling additives for paints. These pitents expire in 2010 and 2012. A
,substantial ‘majority-'of the Company’s other biocides patents do not expire until a‘fter 2012, Patents-for the
lCompany s key targeted growth areas in its marine antifouling paint and building product biocides businesses
‘include those’ rclatmg to a small particle copper pyrithione process for stable biocide |dlsporsmns gel-free paint
,containing zinc pyrithione; and “in- can” and “dry film" antimicrobial -coating composmons Biocide patents
.supporlmg the Company’s personal care ingredients business include those relatmg to non-spherical and

'non—platclet crystalhneforms of zinc pymhlonc and a method for producing distinct partlcles of pyrithione:salts. -
i
]

i B

With respect to its wood protectlon business, the: Company Owns two 51gn1ﬁcant U s. composmon of matter
1patents These patents include one-for an additive to CCA that |mproves the cllmbablllty of utility poles. This
'patent expires in 2008, The other is a patent on the Company’s new preservattve formulatton (WOLMAN® E and
:Tanalith™ E) which expires in 2014. The Company’s patent portfolio also includes patentq “both granted and
pendmg, covering fire retardant and other wood preservation technologies.

l-

i
Seasonallty
{

' The Company as a whole usually experiences-its highest sales and profits-in the second quarter pnmanly
due 1o sales of its water treatment products in that quarter; The purchase of water treatmént “products. by
‘consumers in the residential pool market is concentrated in'the United States of America betwéen Memorial Day

. ‘and the Fourth of July. The HTH water products business principally distributes d1r|ectly to' retail merchants.

Sales of these products are strongést in the second and third quarters with the second quarter having the highest

sales of these products. Qur working capital needs peak during the second quarter..In addition, the'weather can

have a significant effect on water chemical and wood treatment sales during any given year w1th unseasonable
wet or cool weather negauvely impacting sales. - '

| , L Xy
Backlog -

i The amount of backlog orders is 1mmatenal to the Company as a whole and to any particular segment.
i
U S. Government Contracts and Other Regulatory Matters

* In 2005, the Company obtamed a 20-year contract, valued at $149 million, with tht:I Defense Energy Support
Center (“DESC”)’ for. the producuon storage and ‘distribution: and - handlmg services of its hydrazme-based .
-prope]]ants products. The Company. began receiving monthly maintenance’ fee’ paymet'lts in the first quarter of .
2006 .under this new, long-term contract. Full-scale production is scheduled to begin 1}1 2010. The terms of the
contract call for an initial 10-year supply contract beginning in 2005, followed by two ﬁve -year renewal terms at
the option of the government. Arch will utilize“its existing hydrazine production facﬂ;ty in' Lake Charles,
Lou151ana 1o provide products and services under this conitract. The contract provides that the U.S. Govemment
may terminate the contract for convenience with a termination fee to be' negotiated by the .partiés at time of
termination. In February 2004, the Company was awarded atwenty-five month. contract valued at $11.9 million,
w1th the DESC for Ultra Pure™ hydrazine. The contract began January 1, 2005 ‘and explred in January 2007. The
Company expects to record an estimated pré-tax-gain of approximately $11 million, or'approxlmately $0.30 per
share, during the first half of 2007 for the final payment related to the compleuon of the. Company s storage
c‘ontract with the U.S. Govemment for its McIntosh Alabama site. M s TR S
? ‘As a govemment contractor, the Company is’ subject to extensive and complex- U.S. -Government
procurement laws " and regulations. These laws and regulations .provide for ongoing| government audits "and
reviews of: contract procurement, performance and administration. Failure to comply, even inadvertently, with
' Lhese laws and regulations and. with’laws governing. the export of controlled products| and commodities could -
subject the Company or one or more of its businesses to civil and criminal penalt:es and under. certain
. circumstances, suspension and debarment from future government contracts and the exportmg of products for a
' spet:lﬁed period of time.

!
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In addition .to governmental regulations affecting government contractors, the Company, as a chemjcaf
manufacturer, is’subject to numerous other regulations regarding the sale of its products. Several of the
Company’s products are registered with the U.S. EPA under the Federal Insecticide, Fung1c1de and Rodemlcxde-
Act (“FIFRA”) and as such are subject to various regulations regarding use and disclosure requirements. FIFRA
covers the sale, distribution and use of the Company’s biocides. This law requires that all biocides be reglstered
by the U.S. EPA prior to sale or distribution, and that the safety of the Company’s biocides be- supported by
U.S. EPA required data.! Additionally, FIFRA provides for the periodic re-registration of biocides, which i insures

.that all data supporting registrations meet current guldelmes In addition to the U.S. EPA, each of the vanous
- states requires that biocides be registered by the relevant state regulatory agency prior to sale and distribution in
that state. In addition, in Europe, the Company’s biocide products are subject to the European Biocidal Products
Directive, which requires the re-registration of all -biocide products, and the Registration, Evaluanon and
Authorization of Chemical Substances regulation, which requires all'chemical products to'be re- reglstered in the
EU See Risk Factors in Item 1A of this Report for additional information. : S -

Competition ' . - ' ‘ ' l

The Company’s businesses are in highly competitive industries, and the Company encounlers'strong
competition with respect to each of its product lines from other manufacturers worldwide. This competition, from
~ other manufacturers of the same products and from manufacturers of different products designed for th'e same
uses, is expected to continue in-both U.S. and foreign markets. Depending on the product involved, vanousltypes
of competition are encountered including price, delivery, service, performance, producl innovation, "product
récognition ‘and quality. Overail, the Company beheves its pnnapal product groups are competitive: with many
other products of other producers . . . e o { :

| |

Export Sales v
. The Company’s export sales from the U.S. to unaffiliated customers were $119.9 million in 2006, $98.9

milhon in 2005 and $76.2 million in 2004. For financial information about geographic areas, see Note 18 of

Notes to the Consolldated Financial Statements contained in Item 8 of this Report ' o

Employees N ‘ ‘ , :

As of December 31 2006 the Company had approximately 2, 640 full-time employees, approx:mately 1,450
. of whom were working;in foreign countries. In addition, the Company also employed at such date approx1mately_
360 seasonal or temporary employees, primarily in the HTH water products business. Approxlmately 180 of the
hourly paid U.S. employees;of the Company located at its Brandenburg, Kentucky; Conley, Georgia; and Lake
Charles, Louisiana facﬂmes are represented for purposes of collective bargaining by several dlffereﬁt labor
orgamzauons and- the! Company is party to eight labor contracts relating to such employees.. These labor
contracts extend for three-, four- and five-year-terms and expire in the years 2007, 2010 and 2011. |Cenam
European employees are also represented by untons in various countries. As of December 31, 2006, in the U.K.
and-Ireland, appr0x1mately 65 -employees were covered under different labor organizations with employment '
terms that are renewed annually and in ltaly, approximately 290 employees are covered under collective
bargaining’ arrangemems with employment terms that expire in 2008. Generally speaking, in other E'uropean
countries applicable labor agreements are statutory. In South Africa, approximately- 60 employees belong to:
unions with labor terms negotiated annually. In Venezuela and Brazil, the Company has a total of approxnmately
300 employees subject to collective bargaining agreetnents, which are negotiated annually in Brazil and every
two or three years in Venezuela. The Venezuelan contract was extended through Apri! 2007. No ma]or work
stoppages have occurred in the last three years, While relations between the Company and its employ'ees and
their various representatlves are generally considered satisfactory, there ‘can be no assurance that new labor
contracts-can be entered into without work stoppages. -
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Responsible Care® Commitment

9 First adopted as a condition of membershlp by the American’ Chemtstry Counc1l ("ACC™) ln 1988, the
. Respon31ble Care® initiative was developed' to encourage member companies to contmuously 1mprove their

performance in the realms of health safety and the env1ronment .

' The ACC’s’ Responsrble Care® initiative encompasses seven critical performance areas: employee health

and’ safety, pollution preventlon manufacturmg process safety, security, distribution salfety, product stewardship

and community awareness and emergency response. Ultimately, this initiative is aimed at making health, safety,

sccunty and environmental protection an integral part of a product s life cycle—from manufacture, marketing
and d1str1butlon to use, recyc]mg and dlsposal

LI

The Company has developed a management system to drive tmprovement in all seven areas under
:Responsible Care®. To make this complex and multifaceted process more compellmg and to give it a sense of
urgency, it has developed what it calls “The Goal is Zero” initiative. It recognizes a fundamental truth at the heart
of Responsrble Care®—that no amount of harm 1o people or the environment is acceptable S
f -

: The Company’s manufacturing: plant in Rochester New York, which makes industrial biocides, ingredients
 for cosmetic and personal care products and an advanced wood preservative, was the first plant in the U.S. to be
i certified under the new Responsible Care® RC 14001 standard, which broadly covers’ performance in all seven
rperformance areas-under Responsible Care®. The plant received. this certification after, a rigorous series of audits
by ABS Quality Evaluations, an independent registrar based in Houston, Texas. Using standards developed by
! the Registrars Accreditation Board, auditors from ABS examined the Rochester-plant’ sI management systems and -
lrelated quality controls related to Responsible Care®. In addition, Arch was the ﬁrst ACC member whose
corporate headquarters earned certification under the new Responsible- Care® Management System (“RCMS™)
. requirements. In 2005, RCMS certification was granted to the Company’s site in Smyma Georgia, which serves
as headquarters for Arch Wood Protection, HTH water products and industrial biocides businesses. In-addition,
i the Company’s water-chemicals plant in Charleston Tennessee, and wood protectlon[plants in Conley, Georgia]~
' "Valparaiso, Indiana; and Kalama, Washington, all received RCMS certification. In 2096 the Company’s research
and development locations in Cheshire, Connecticut and New Castle, Delaware were recommended by ABS

| Qualtty Evaluanons for RCMS certification.

H

! As its very name implies, the Company s “Goal is Zero” mmatwe is indeed aimed at achieving zero
i employee and contractor injuries; zero. manufactunng process incidents, zero distribution incidents and zero

enwronmental incidents. The Company’s facilities ranging from Santa Rita, Venezuela to Valparaiso, Indiana
I' have at times achleved the ultimate’ goal in all of these categones The following summarizes the Company's

performance in each of the Goal is Zero targeted areas:

Goal One: Zero Recordable Injuries. While some of the Company’s fac111ues have achieved this goal,
overall, the Company s rate of employee’ recordable ‘injuries (thé number of work- related injuries per 200,000
i hours worked) has declined from 3.16 in 1999 to 1.05 in 2006. By contrast, the average recordable injury rate for
¢ alt U.S. manpfacturers was 6.2 in 2005, the last year available. The Company also'made excellent progress in
; reducin'g contractor recordables which was at a rate of 6.30 in' 1999 and was 0.22 in 2006. ©

Goal Two: Zero Manufacturing Process Safety Incidents. These incidents are defined to include fires,
explosions and chemical releases that result in a reportable.-quantity release, a-lost-time “injury, off-site
consequences or’greater than $25,000 of damages. The Company achieved our goal’of zero for this metric with
no process safety incidents in 2005, but incurred two minor reportable releases in 2006 Neither of these releases

! had any off-site consequences or resulted in injuries.

' Goal Three: Zero Envnronmental Incidents. This goal refers to incidents such as chemical spllls or
.. emissions that are reportable because they exceed strict limits established in state, [federal or foreign laws and
regulations. The Company’s performance has significantly improved, moving from 18 environmental incidents in

1999 to four in 2006. .




: . , |

Goal Four: Zero Distribution Incidents. Under this goal, the Company strives to achieve zero in:cidcnts

such as spills during the transportation of its products. Performance is measured in terms of dlsmbunon incidents
per 1,000 shipments, and this rate has declmed from,1.84 in 1999 to 0.45 in 2006 o
. * l

The Company 1s pleased with the progress and results derived from its Responsnble Care@’ Program It

remains committed, however; to achieving further improvements and realizing lt‘i u]umate goal—the “Goal is

Zero” for each of the above categories. Lo S : ) . }

it - - : ) !‘

Environmental Matters

of

The Company operates manufacturing facilities throughout the world and as a result is sobjeci 10 all broad
array ofienvironmental laws and regulations in various countries. The Company also implements a.variety of
voluntary. programs to reduce air emissions, eliminate or reduce the generation of hazardous Qaste and to
decrease the amount of wastewater discharges. The estabhshment and implementation of. U S. federal, staite and
local standards to regulate air and water quality and to govern contamination of land and groundwater has
affected and will continie to affect substantially all of the Company’s U.S. manufacturing locations, deeral
legislation providing for ;regulation of the manufacture, transportation, use and disposal of hazardous’ anq toxic
substances has |mposed’ additional regulatory requirements on mduslry in general, and particularly on the
chemicals industry. In addition, the implementation of environmental laws, such as the Resource Conservation
and Recovery Act, the Clean Air Act and the Comprechensive Environmental Response,. Compensauon and
Liability Act of 1980, as amended by the Superfund Amendments and Reauthorization Act of 1986, has requ1red
and will continue to require new capital expenditures and wrll increase operating costs.

The Dlsmbuuon Agreement, dated as of February 1, 1999 (the —“DlS[I‘lbl.lllOﬂ Agreemem’_’), between the
Company and Olin relating to the Distribution, specifies that the Company is only responsible for c:ertain
environmental liabilities at the Company’s then current facilities and certain off-site locations with respect to the
businesses, acquiréd ffom Olin in the Distribution. The Company has also become subject to environmental
exposures and potential liabilities in the U.S. and abroad with respect to the businesses it purchased followmg the
Distribution. In connection with the acquisition of Hickson, the Company acquired certain env1r0nmental
exposures and potential liabilities of current and past operating sites, all of which have been accrued for in the.
accompanying consolidaied financial statements. ‘

In connection with the disposition of the majority of the microelectronic materials business' on
November 30, 2004, the Company provided indemnification for environmental concerns. For ideniiﬁed
environmental liabilities as of the transaction date, there is no limit to the lability retained by the Company The
Company estimates such potential liability to be less than $1.0 million.” For other pre-closing environmental
liabilities the purchaser will be liable for the first $3.0 million of any such liabilities and the parties will share
equally the next $6.0 million of any such liabilities with the Company s total exposure thus limited to] $3.0
~ million over a five-year period from the closing date. : ) . oo

+
L}

In connection with the disposition of the.sulfuric actd business on July- 2, 2003, the Company pforflrided
environmental covenants to the purchaser in’ which the Company is solely liable for the costs ofi any
environmental claim for remediation of any hazardous substances that were generated, managed, treated, stored
or disposed of prior to the closing date of the sale. The Company will be released, under the sales agreement,
from its obligation, which;cannot exceed $22.5 million, 20 years from the closing date. Additionally, as pan of
its environmental indemnifications, the Company will be responsible for damages directly related to the process
sewer system at the Beaumiont, Texas plant during the first five years from the closing date. l.

As part of the Hickson organics business disposition in August 2003, the Company will continue t;o be
responsible for known environmental matters. Such matters have previously been accrued- for -in its
environmental reserve included-in the consolidated financial statements. Additionally, regarding any unknown
environmental matters that are identified subsequent to the,sale, the Company has agreed to share responsibility

10
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Ewnth the purchaser over a seven-year period, with the Company s share ‘decreasing to zero over the seven-year
{penod The Company’s maximum-aggregate liability for such unknown enwronmental matters is-£5.0 million,
;However in September 2005, the, purchaser went into liquidation and:is highly unhkely to be able to honor its
.environmental indemnification commitments to the Company The- Company does not.believe there has been a

.
v "

ichange in its env1ronmemal exposure at.the site. ¥

1 i oot t. : ' 3

f " The Company does not-anticipate any material exposure' related to the- envxronmenlal indemnifications for
i the microelectronic materials, the sulfuric acid and the Hickson organics dlsposmons asnde from what has already
. been provided for by the Company for the microelectronic materials and Hickson orgamcs Castleford locations.,

The Company has esnmated that the fair va]ue of any such additional exposure would be 1mmatenal

t

; Associated cosls of investigatory and remedial activities dre ‘provided for in accordance with gene}ally

| accepted accounting principles:governing probability and the ability to reasonably esumate future costs. Charges
. to income for investigatory and remedial efforts of $1.2 million, $0.5 million and$2. 4 million were recorded in

i 2006 2005 and 2004, respecnvely and may be matenal in future years. .

l Cash outlays for normal plant operatlons for the dlsposal of waste, and Ehe operation and, mainténance of

| pollution’ control equipment "and facnlmes to ensure compliance with' mandated| and voluntarily imposed

. environmental quality standards aré charged to income. Cash outlays for remedial activities are charged to

* reserves. Historically, the Company has funded its environmental capital expendlturé

operatlons and expects to do so in the’ fulure

' - N
. . . »

s through cash flows from

-{i N e

Cash outlays for environmental related activities for 2006, 2005 and 2004 were as follows:

Years Ended December 31,

r T _ 2006 2005 2004
) - ) ) .'. ‘($lnmillions)
Environmental Cash Outlays . ' BN PR L
Capital PLOJECTS + - . o v vve e eeveaeeinensn e $0.5 $05 $13°
Plant Operations . ... ... e e R AU "5.6 6.9 6.4
RemedlalAcuvmes...................................: ............ |19 .30 27
Total Envnronmenlal Cash Outlays ........ U R - ﬂ < $10.4 $10.4

‘ !
I

! The Company s consolidated balance sheels include Tiabilities for fulure envnronmental expendltures to
| investigate and remediate known sites amounting to $6.1 million at December 31, 2006 of which $1.0 million is
! classified as current liabilities, and $6.3 million at December 31, 2005, .of which $3 5 million is classified as
i current liabilities. The Company’ s, esumated environmental habnhty relates to seven snes six of which are in the
« United States and none of whlch is on the U.S. National Pnorlty List. These amounts do not take into account
any discounting of future expendltures any consideration of insurance recoveries oriany advances in technology.
f These liabilities are reassessed perlodlcally to determine if environmental cnrcurnstances have changed or if the
, costs of remediation efforts can be better estimated. As a result of Lhese reassessments future charges to income
!
!

may be made for addmohal liabilities.

Annual env1ronmemal—related -cash outlays for site investigation and remedlanon capital projects and
normal plant operations are expected to range from'$6 million to $10 million over the next several years. While
! the Company does not anticipate a material increase in the projected annual levell of its environmental-related

costs, there is always the possibility that such increases may occur in the future|in view of the uncertainties

assoc:ated with environmental exposures.
: t

Environmental exposures are: dlfﬁcult to-assess for numerous reasons, including the 1dennﬁcanon of new
in- technology, changes in

sites, developments at sites resultlng from investigatory studies, advances

I
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environmental-laws and: regulatrons and their applrcatron, the scarcity of reliable data pertaining to 1dent1ﬁed ’
sites, the difficulty in assessrng the involvement and financial capability of ‘other potenually responsrble partles

and the Company’s abrhty to obtain contnbunons from other partics and the’ lengthy time periods over whrch site
remediation occurs. It is-possible that some of these matters (the - outcomes of which are Sle_]ECI to’ vanous
uncenamtres) may be resolved unfavorably agarnst the Company and- may have a matenally adverse 1mpact on
the Company’s busmess At December 31, 2006, the Company had estimated addmonal contrngent
environmental lrabrhtres of approxrmate]y $8 0 mrlhon . I I oy
R R . LT o o
Item 1A. Risk Factors * . ‘ ‘ o Cle T e {
L - ;
Investing iri our securttres mvolves risks. Investors should careﬁdly evaluate rhese risks mcludmg the
factors discussed below. when evaluatmg investments in our securities, © 7 - | '

Tl

Our Treatment Products segment is seasonal inpature. " - oo o U

Our HTH water products business is subject fo seasonal ﬂuctuatlons in demand We typlcally expenence
reduced sales in the ﬁrst‘and fourth. quarters of each year, as the resrdentral pool market is concentrated m the
U.S. between Memonal Day and the’ Founh of July. Our workmg capltal needs peak durrng the second quarter
Unseasonablé wet or cool weather can also have a negatrve 1rnpact on the sale of our water and wood treatrnent
products. = . ‘ " . RO . , : - -

An increase in the cost of our purchased raw matenals and energy would lead to hlgher cost of goods
thereby reducmg our operatmg margms. o o . .

L.

t'-

+

We purchase large amounts of raw materrals ncludmg propylene oxide; chlorinated lsocyanurates
monoethanolamine, scrap copper chromic acid, pyridine, Zinc sulfate, iodine, drpropylene glycol, phthalrc
anhydrrde sodium hypochlonte chlorine and caustic soda and energy for our busmesses Many of, our‘ raw
material requiremeénts are purchased and protnded pursuant to written agreements, some of which provrde for
fixed or formula-based pncmg and othets of which provide for market or spot pricing. The price and avarlabrhty

“of commodity chemicals 1s generally determined by global supply and demand. Fluctuations -in supplyI and
demand and incréases in anti- d{tmprng duty rates-could have a material adverse effect on our cost of goods sold

and, as a result, our margins.-We expect higher prices for raw materials in 2007 in particular for copper, chromtc .

acid and caustic- soda. Price mcreases of raw materials may-increase our working capital needs, which' could
reduce our liquidity and cash flows Energy prices, particularly for electncrty, natural gas and fuel oil, have been
volatile in recent years and currently exceed hrstoncal averages.: Hrgher diesel fuel pnces may lmpact our
product shipping costs. , o _ - ) ST |

!l . T . o : B ool ,-'- -‘,-v'l '
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In addition, we purchase energy and in some cases, raw materials and site services, from third partres al Our

, manufactunng plants which are located on sites that we share with such third’ partres For example we share, our
- Charleston, Tennessee site wrth Olm If these other ¢ companies shut down thelr‘operattons at these shared s1tes it
may significantly-i increase, our costs to operate at these sites and inake it difficult for us-to obtain thé necessary
energy or raw materials ‘and, in’ the worst Case, cause us to have’ to suspend or’ abandon producuon at these
facilities. Under agreements with these third partres we rnay have [ pay some of the s1te s shut down costs
which might be srgmficant; S ) T ‘_‘ . _! B l
" We, may purchase forward ‘contracts to hedge certain of our ‘raw materlal costs ‘or, utilize purchasrng
strategies to mitigate the adverse effect of matenal pnce 1ncreases However there is no assurance that these

it ' L ,” .

strategies will be effective. + + "% T A L

We may be unable to pass on increases in‘our cost of goods sold«to our customers 'The extent" of our
profitability depends, in part on our ability to maintain the differential between our product prices andlenergy
and raw material prices, and we cannot guarantee. that we will be able to" maintain an appropnate dlfferentral at

all times. o R , T i

| N
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- in our industry. Also, our customers or markets may migrate to lower-cos;‘countrlgs where we do not
a-presence. ’ - : ’ SRL ST e e

3 4

'Iihe industry segments in which we operate are highly competitive, and such competition may ‘negatively
impactus.” . - - el T . PSS S B -

Thé industry segments in which we operate are highly competitivé, and:we face intense compeli}ion:-from

T .- . ' . . Z e e | .
‘numerous - manufacturers for each of our .product lines. This competitioniresults from many developments

including new competitors in lower-cost production countries like China ‘and India and! technological advances
ci'éating new competing products or improving existing‘c'ompelingspi'ddu'cis} We.co_n‘lpqte on the basis of a
number of factors, including price, product quality and properties, regulatory and toxicological expertise,
customer relationships and services. - e T

3

B .

-
l
L

. In addition, we face increased competition due to a trend toward consolidation. [nI recent years, there has
bhen . substantial consolidation and convergence among companies in the chemicals industry. Several of our

:cbmp'etitofs are larger or have greater financial resources than' we do. We may not be able to effectively address

the competitive factors in our industry in the future and,|ais a result, our financial condition and results of
operations may be adversely affected. - ' '

s . A v v
: : . . . . . . L e

'.1_ - - Lo . s . . R L. +* A ,|V~r v L

Our base of customers for our Treatment Products segment is concentrated, and the loss of business from

a:n}ajor customer could have a material adverse effectonus. G| '

L . 4‘ . ) . . - ;_ i - V . . .
; Although no one customer accounted for over 10% of our 2006 or 2005 sales, approximately 18% and 17%

' of our Treatment Products segment sales in 2006 and 20095, réspecti_vely', were atiributable in the aggregate to two

customers, with one customer accounting for a significant portion of our HTH water progucts business sales and
the other customer accounting for a significant portion of the sales of our personal care and-industrial biocides

_ business, .\ We cannot assure investors that these or any other .significant customer will not terminate their

i . g a . . . - - 1 - I* N ..
relationships with us ‘or significantly change, reduce or delay the amount of products ordered. The, loss of any
such significant customer would have a material advérse effect on the net sales and operating results of the

Treatment Products segment, which, in tumn, could adversely impact our business, financial condition, results of -

operations and cash flows. In addition, this customer concentration gives such customers additional leverage in

negotiating terms which may négatively impact our margins. . | - B
i N ..- E - 4 ".-"‘. T l C. "\ RN -'. - . ',
| :

We may need to build manufacturing facilities in lower-cost or dé;_rel.dpi'ng-'j:our.ltrihgs

e,

to remain competitive .

|
have

. ay g - Lo ] -
. _'.'_J" B S . 1

] _In recent years; there. has been, a shift- of -productiori'_capacityw_in'i_the' .chemicals |industry, tosdeveloping
countries with lower costs of production, such as China. We may be required to i"r'lirest in such countries in-order |
to offer competitive product prices to our -customers. In addition,-4' significant-customer may. iﬁequire.;hét we
bl:}ild a manufacturing facility in a lower-cost or developing country in order to retain th‘eir.b_usiness. 1In fact, we
expect to_build a plant iq China to meet the needs of -a significant customer. Fdnhcr,.aaditional manufacturing -
capacity may make some of our existing manufacturing sites redundant or create ‘excess capacity-causing usto’
have to reduce production at or shutdown such other .manufacturingsites: which -might increase our costs

significantly and might trigger shutdown costs and charges including severance payments and writeoffs. If we are
réquired: to-build additional manufacturing facilities overseas, our capital expenditures would increase to reflect .

n?t only the cost of the construction of the'facilities,;but also the;long-term maintenance of the facilities. These-
capital expenditures may increase our costs which may negatively. impact our margins. Fi'inally,_thesrelocalion of :
i ' . N .

some production facilities to lower-cost countries by an industry may result in lower pricing worldwide for the "= '
p{oducl which may also negatively impact our margins worldwide for that product. ’
B [ . . . " T * ) " [ i L . i ‘.‘_,

‘ “ .

. In connection with the shift to countries with low-cost production, our customers| or the markets for our
products may shift to these countries where we may not have a presence. For example, our coatings business has
been negatively impacted by the decline of the local furniture maker market in several: major European
economies as a result of such a shift. -

i , .
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We are subject to risks related to our international operations, including exchange rate fluctuations, which

could adversely affect our business, financial condition, results of operations and cash flows. * |

We have significant operauons in Brazil, England, Italy and South Africa and other foreign counmes and
we sell to custoiers in a number. of other .couniries, including Venezuela, Canada, 'France and Japan.’
Approximately 50% ‘of our 2006 'sales were outside the Umted States. International sales and operatlons are
SubjCC[ to significant nsks including, among others . . ’ o oo | ;

+ political and economlc mstabthty, such as in Venezuela ; v

*  restrictive trade polrcres, l

. ,economn: condmons in local markets S o " ) ’ l

. dlfﬁCu]ty of enforcmg agreements and collecting recervables through certain forergn legal systems,

» difficulties in'managing intefnational manufacturing operations; S

* local legal and regulatory requirements, including those relating to the European Biocidal Products

Directive, which requires biocide manufacturers, including the Company, to re-register their|bi0r:idal

" products for sale in the European Union (“EU”) and the ElPs Reglstratron Evaluation and
Authonzanon of Chemical Substances regulation; - : - |

. < |
* potential adverse tax consequences including 1mposmon of w1thhold1ng aor - other taxes on payments by
subsidiaries; and

» potential difficulties in protectmg intellectual property;

N . . '
'+ the imposition of’ product  tariffs-and dutiesand the burden of complying with a wide variety of
’ international and U.S. export laws. oo ' o

v + . . ' o . - ]

For example we have manufacturmg facrlrt:es in Venezue]a that process various productsI in our
Performance- Products ,segment.-The unstable economic and political conditions in Venezuela may- adversely
impact operations at our manufacturing facilities, which could have a material’ advérse effect on our busmess
financial condltlon results of operatrons and cash flows.

. ‘ K L S e ,j ., }“7 £,

The Company enters into forward sales and purchase contracts and currency optrons to manage currency
risk resultmg from purchase and sale commitments denominated in foreign currencies (prmc1pally the . British
pound, euro, Canadian dollar and Japanese yen) and relating to particular anticipated but not yet cornmltted
purchases and sales expected to be denominated in those currencies. We cannot assure investors that our efforts

. to rruttgate any of the foregoing factors will be successful in the future.. If we are unable.to mitigate | such factors,
our busmess and results of operanons could be matenally and adversely affected L

AR S - . . SR

If we continue to expand our business globally, our success will depcnd in large part, on our ability to
anticipate and effectively manage these-and other risks associated with our international operations. However
any of these factors could adversely affect our mtemauonal operations and, consequemly, Our operating results

- We cannot assure- investors that our operations will continue to be in comphance with applicable customs
currency exchange: control regulations, transfer pricing regulations or any other laws or regulations to Wthh we
. may be subject. We also cannot assure 1nvestors that these laws will not be modified.

' !

. Our manufacturing faclhttes process chemicals and as a result, subject us to operatmg risks that could

adversely affect our results of operatlons. l
’ !

We have approx1mately 24 manufactunng facrlmes Our. operations are subject to.various risks assocrated
with manufacturing, transportation, storage and handling of chemicals, including chemical spills, drscharges or
releases of toxic or hazardous substances or gases, fires, mechanical fajlure, storage tank leaks, unscheduled

P . 14 : “ L




. downtime, explosions, severe weather and natural disasters, terrorist attacks, natural resource damage-and othér
, environmental risks. Our suppliers of chemical raw.materials are subject.to similar risks which may impact our

supplies. These risks can cause personal injury and loss of life, catastrophic damage to or destruction of property
| and equipment and environmental and natural resource damage, and may result in an unanticipated interruption

or suspension of operations and the imposition of civil claims and criminal penalties. For example, an unplanned
, outage at our HTH water products manufacturing facility during peak seasonal demands could result in product
- availability shortfalls or increased costs resulting from the need to source product from alte’rnat_ive manufacturing
" sources or competitors. The loss or shutdown over an éxtended period of operations at any of our major
. manufacturing facilities or any losses related to any such claims could have a .material adverse effect on our

business, financial condition, results of operations or cash flows. In-addition, if we cannot maintain or upgrade

" equipment as we require or ensure regulatory compliance, we could be required to cease or curtail some.of our

F manufacturing operations, or we may become unable to manufacture products that compete effectively in our
" industry. While we have insurance to mitigate some of these risks, such insurance includes deductibles and
" policy limits that' may not:be sufficient to cover our total exposure. In addition, there is usually a lag between

payments by the Company.of the insured liability and reimbursement by the insurance carrier, which lag-may
+ negatively impact our cash flow. ' . ' . . -

1 . 1 .1

We are subject to environmental and regulatery risks. ’ ' e
. *  Environmental and regulatory laws have affected, and will continue to affect, substantially all of the
Company’s operations. We are subject to strict requirements regarding air emissions, wastewater discharges and
« the handling and disposal of hazardous and toxic substances. Envirmir_nental laws will likely become more
siringent over time, thereby requiring new capital expenditures and increases in operating costs. In addition, we
are responsible or potentially responsible for clean-up costs at several-of our current operating sites. Although
Olin.has agreed to be,responsible for certain past environmental legacies, there-is no assurance that Olin will be
able to honor its contractual commitments to us. Business acquisitions by us have also -caused it to inherit
' potential environmental liabilities. We believe that we have adequate reserves to cover the cost of our
investigation and remediation obligations at each of these " sites. However, .unanticipated environmental
conditions or the discovery of new sites or conditions requiring remediation may have a material adverse effect
on our operating resuits and financial condition. ' L . . :
In addition, many of our produéts are required to be regist'ercd'with the U.S. EPA and with comparable state
and foreign governmental agencies and such registration is subject to periodic review and is subject to producing
certain data regarding human and environmental safety. Our key biocides are currently going through the
U.S; EPA’s Registration Eligibility .Decision .process as required by FIFRA and will be subject to such data
production. EU. authorities recently issued the EU Biocidal Products- Directive which requires all biocidal
products sold in the EU to re-register. The EU has adopted additional legislation known as the Registration,
Evaluation and Authorization of Chemical -Substances regulation (“REACH”} which requires all chemical
products to be re-registered with EU authorities. In connection . with these programs, such products must
demonstrate their continued-safety. This registration will require extensive testing of those products if current
supporting data is insufficient.-In addition, the cost of testing resulting from these new regulations may increase
costs which may reduce our profit margins. While we generally expect that testing will support re-registration
approval, it is possible that such testing will-not or that those agencies will find the test results or supporting data
unsatisfactory. In such a case, sale of some of our products may be restricted (or in the extreme case, banned)-in
the EU. - ' .

Our products may be rendered obsolete or less attractive by changes in regulatory, legisl:_ati@g or industry
reguirements. ' a S S '

3.2 * -

Changes in regulatory, legislative or. indusiry requirements may render certain of our products obsolete or
less attractive in many ways. Our ability ‘to anticipate changes in these requirements, especially changes in
regulatory standards, will be a significant factor in our ability to remain competitive. We may not be able to
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comply in the future with new regulatory, legislative and/or industrial standards that may be necessary for us to
remain competitive and certain of our products may, as a result, become obsolete or less attractive to our
customers. For example, enactment of additional laws regarding domestic security of chemrcal plantl, may
srgmﬁcanlly increase our- spending on Security and negatively impact our margins, partlcularly compared to

forelgn competltors who mlght not be subject to such laws, : . g
. !

We are subject to certam litigation nsks due to the nature of some of our products. |
* We produce cherrucals that requlre appropriate procedures and care in their use, handlmg, storage and
transportation. As a result of the risks inherent.in the nature of some of our chemical products, including the risk
of product misuse, we have faced and will continue to face product liability claims relating to incidents mvolvrng .
' our products including claims for adverse health effects and personal injury and even death. :
Over the past severil years, the Company andlo'r its CCA-formulating subsidiary Arch Wood Pfote'e'tion,
Inc. were named, along with several other CCA manufacturers, several CCA customers and various ret:.ulers in
five putative class action lawsuits filed in various state and federal courts regarding the marketing and use of
CCA-treated wood. All of these cases were subsequently dismissed and in two of the cases, the courts ruled that
the requirements. for a.class action had not been met and denied class action status: In addition, there eurrently
“are fewer than ten other CCA-related lawsuits in which the Company and/or one or more of the Company 8
subsidiaries are involved. These additional cases are not putative class actions. They are actions by 1nd1vrdual

clalmants alleging various pemonal mjunes allegedly due to exposure to CCA-treated wood. a
!

The Company and its subs1d1arles denied the material allegations of all the various CCA-related clarms and
have vigorously defended and will continue to vigorously defend them. As a result, legal defense and related
costs associated with these cases were significant in"2004 and may be significant in the future, In addition, there
is no assurance that subsequent CCA cases, including additional purported class actions, will not be brought.:

S ‘ |
Our joint venture in New Zealand was involved in civil litigation related to industry competitive practtces
While it has now settled the government s claims, a company has brought antitrust claims against lt If

additional liabilities or penalties result from this matter, those could have a material adverse effect 0n the
business, financial condltton, results of operations and cash flows of the Joint venture.

_ In 2006, Koppers Arch Wood Protection (NZ) Limited (*“KANZ™), a New Zealand joint venture company in
which we indirectly own a 49% interest, Koppers Arch Investments Pty Limited (“KAIP™), an Australian entity
in which we indirectly own a 49% interest, a current KANZ and KAIP Board member, and certain unrelated
eritities settled a civil suit filed by the New Zealand Commerce Commission (“NZCC”} regarding mdustry
competitive practices. KANZ manufactures and markets wood preservative products throughout New Zealand
and KAIP is a holding company for related joint venture companies. In connection with the settlement, KANZ
‘and KAIP paid an aggregate of NZ$3.7 million (apprOxlrnately $2.2 million) to the government, KANZ land
KAIP admitted wrongdoing and the proceedings against KANZ, KAIP and the Board member were coneluded
The KANZ joint: venture reported net sales of $19.9 million and $23.4 million in 2006 and 2005, respecuvely,
and breakeven results and a net loss of $2.9 million in 2006 and 2005, respectively. In light of the qettlement
amount, we do not expect to receive dividends from the joint venture in the near future and we recewed no
dividends in 2006 and 2005, ) : : C ’ .- ,'
Similarly, Koppers Arch Wood ‘Protection (Aust) Pty Ltd (“KAWP"), an Australian joint venture company
in which we indirectly own a 49% interest and the majority shareholder of KANZ, has made an application! for
leniency under the Australian Competition and Consumer Commission’s (“ACCC”) policy for cartel conduct
The ACCC has granted immunity to KAWP, subject to fulfillment of certain conditions. If conditions are not
fulfilled, the ACCC may penalize KAWP for any violations of the competition laws of Australia. Such penalues
if assessed against KAWP, could have a material adverse effect on KAWP’s business, financial condition, cash

flows and results of operattons
!
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[ - InrJanuary 2007 a competltor comparny in New Zealand ﬁled a complamt in the High Court of, New Zealand
against KANZ, . KAIP, and. several other companies and individuals unrelated to us. The complaint alleges
among other- thmgs that plaintiff suffered damages.as a result of the defendants’ violations of New Zealand’s
anti-competition laws. It seeks:NZ$4.9: million: (approximately $3.3 million) in damages plus ‘unspecified
punitive damages and injunctive rélief. Thesé claims,-if successful, could have a material adverse effect on
KANZ's and KAIP’s business, financial condition, cash flows and results of operations. Additionally, other
cpmpanies.may bring claims similar to these against KANZ and KAIP in the future.
-t As a result of our ownership in these Australian and New Zealand entities, an unfavorable resolution of or
addmonal litigation“regarding these matters ‘could have a material adverse effect on our equity in earnmgs of
affiliated comparnies and d1v1dends received from these joint ventures. '

We are subject to hqundlty rlsks

One series of our Senior Notes in the aggregate prmcrpal amount of $l49 million matures-in March 2007.

We expect to pay.off these maturing Notes with excess cash on hand and utilizing our $350 million revolving

L credlt facility: ‘When we borrow under ‘this facility, we.are required to certify that certain representations and

; warrantles are true. We also must comply with covenants including certain financial ratios. If we are not able to

'.make a representanon or fail to comply with a covenant, we may-not be able to borrow under the facility. If we
. are unable to do so, we would -be in default under these Notes and this could result in cross defaults which would
’ have a material adverse effect onus.. .- -

\ .
‘1 We also: ‘borrow - under Gur credlt fac1hty from time to time to finance our seasonal peak working capital
. needs If we ‘could-not borrow under it for-any reason, we could experience liquidity difficulties which would
have a material adverse effect on our ablllty to finance our seasonal peak working capital needs.

F :

Our ability to pay dmdends on our shares of Common Stock is sub_]ect to compllance with certain debt

covenants
J

: ()ur crcdlt fac111ty permns the. -payment ‘of dividends and repurchases of shares based ona ﬁnancml formula
At December 31, 2006, dividends and share repurchases’ were limited to approximately $60.3 million under this
fac111ty In addition, our ‘senior uhsecured fotes issued in March 2002 contain dividénd restrictions whlch limit
dividends and repurchases to $34.4 million as of December 31, 2006. These limits are adjusted quarterly pursuant
toa formula that is increased by eamnings and decreased by losses, dividends paid and share repurchases.If we
suffer losses or certain write-offs or lack earnings, these covenants may limit or eliminate our ability to pay
dividends. We paid approsimately $l9 million in di\fidends in 2006, :
1- . .
Vs [

Our pensmn obllgatlons are currently underfunded. We may have to make signific cant cash payments to
. our pensmn plans, ‘which would reduce the cash available for 0ur busmess

l “As of December 31 2006 ‘our accumulated beneﬁt obhgatlon under our U. S: and UK. deﬁned beneﬁ
penswn plans exceeded the fair value of plan assets by approximately $180 million. The underfunding was

caused in‘part; by financial - market conditions in recent years. The defined benefit liabilities-of the plans have °

increased in part as a result of declining interest rates and conseguent reductions in the discount rate.used to
calculate the liabilities, as well as changes in. assumed mortality rates. In addition, the growth in assets of the
‘plans was slowed for. several years by weak investment returns which were consistent .with general market
lindices. Dunng the year ended December 31, 2006 and 2003, we contributed $19.2 million'ard $48 9 million,
‘respectively, to our pension plans. Management expects that our funding 0bl1gatlons under our pension plans will
be met from our future cash flow from operations, If the performance of the assets in our pension- plans does not
* Imeet our expéctations or other actuarial assumptions are modified, our contributions to our pension plans could
‘be materially higher than we expect, which would reduce the cash.available for our business. In addition, if we
‘were to cease to have active employees participating in our U.K. pension plan or if our UK. subsidiaries that
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sponsor the plan become insolvent and in certain other situations, we may be required to w'md-up the U K. 'p]an
The statutory funding requirements for a plan in wind-up are materially higher than those for an on- gomg plan to
allow for the purchase-of annuities for all the participants in the plan. While we believe a mandated wind-up of

the U.K. plan to be highly unlikely, if it were to occur, it would have a material adverse effect on our business,
cash flow and ﬁnancml condition. . o , . |_ '

Item 1B. Unresolved Staff Commenis

Not applicable.

Item 2. Propemes

The tahle below sets forth the primary locations where the Company has offices or conducts operattons
including a joint venture site, along with a brief description of the activities conducted at each identified location.
A more detailed descnpllon of the Company’s principal facilities follows the table. The,Company behe'ves that
its facilities are sufficiently maintained and suitable and adequate for its immediate needs and that addmonal
space is available to accommodate expansion. Except for locations identified as relating to a joint venture that are
owned or leased by the joint venture or unless otherwise noted below, the 1dentlﬁed location is owned by the :
Company.

.

Location : . ' . ‘ Primary Activities
MecIntosh, Alabama (1) " Blending and storage facility for performance
- o o products that was closed in January 2007 .
Cheshire. Connecticut (2) . . Research and development facility and ofﬁces !for
' ' ’ ' ~ Treatment Products : |
New Castle, Delaware _ . ‘ Research laboratory and testing site for HTH water
' N T products and personal care and industrial brocndes
products ' | _
Norwalk Connectlcut (2) . o Worldwide corporate headquarters k A
Conley, Georgta ; | . . . _Technical center and manufactunng facility for wood
. ) Ky protection , :
Smyrna, Georgia (2) . " Office facility for Treatment Products
Bethalto, Illinois (2) ' . Corporate data center : | I
Brandenburg, Kentucky; _ Manufactunng facility for Performance Products and,
' technical center for industrial coatings :
Lake Charles, Louisiana ' Manufacturing facility for Performance Products
South Plainfield, New Jersey Research and development facility and ofﬁce space
' ' ' , for personal care ;
Rachester, New York . - ' Manufacturing facility for personal care and mdustnal
. . i biocides and wood protection
Charleston, Tennessee (4) . Manufacturing facility for HTH water productsj
Trentham, Victoria, Aus'ltralia ' : Office and manufactunng facrhty for the Koppers
. Lot . B ' '

Arch joint venture

1

Igarassu, Brazil " Manufacturing facility for HTH water products
Salto,-Brazil ‘ . Manufacturing facility for HTH water products and
’ ' ' Performance Products and blending facility for |
industrial biocides and personal care ‘ i
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l.:.ocation .
S'luzhou, China (1)

A

: 1%1acig1éy; England Q)
C{astleford; England (4)

' l;uddersﬁeld, Enéland (2)
lgnottin'gléy, _Erigland 2

Preston England

Sbal Sands, England
l . :

Amboise, France (2)
P -
Les Mureaux, France . .
j .-

i
Swords, Ireland
e
M:ariano Coinense, Italy
|
Piancro, Italy
| L. ' )
Ai:ickland, New Zealand

Grangemouth, Scotland (3)
Kempton Park South Africa
Valcncra Spam (2)

Santa Rita, Venezuela

(1) Land only is leased. "

(2)_ Leased fac1llty

. for industrial coatmgs

Primary Activities

Warchouse, manufacturing facility and technical

. support centter for personal care and industrial

biocides and industrial coatings

Office facility and laboratory for personal care and
industrial biocides’

Office- facility, manufacturing facility and technical
center for Treatment Products

Manufacturing and laboratory facilities for personal
care and industrial biocides

Office, warehouse maniifacturing fac111tles and
technical center for industrial coatlngs

Wood treatment fac1l|ty for wood protcction

Manufactunng facrhty for personal care and mdustnal
biocides

1

Manufacturing, distribution and warehouse facrhty

,for HTH water products

Ofﬁce manufacturing and laboratory facility for
Treatment Products

Manufacturing fac1lity for personal care and industrial
bloc1des

Manufacturmg and research and devclopment facility

Manufacturmg research and development and office
fac1hty for industrial coatings

" Office and manufacturing facility for the Koppers '
* Arch joint venture '

Manufacturing facility for personal care‘and industrial .
biocides and HTH water products .

Manufactunng facility for HTH water products
Office and laboratory facility for industrial coaungs

Manufacturing facility for Performance Products - .

(3)" Land and building owned by a third party
Poruons are leased and portions are owned

The Company also leases several sales offices and warehouse facilities in the U.S. and in foreign countries.

I Lo A
. - . * 1

Prr}nclpal Manufactunng Facilities : ' : ' -f

* The principal manufacturing propemcs of the Company descnbcd below are “all owned by the Company,
“except for the land under the Meclntosh plant and part of the land under the Charlesion facility that are being
teased from Olin and except for properties-held by joint ventures or otherwise noted below. The Company also
has products that are produced by third. parties at their rnanufacturmg sites under contract manufacturing
arrangements : . :

‘ . : | 19




¢

Mcintosh,. Alabama The Company’s facnllty located in Mclntosh Alabama blended packaged and stored
propellant grade hydrazme products for various space programs, including the U.S. Space Shuttle, The site was
shut down in January 2007 when the storage contract with the-U.S. government ended.

Can!ey, Georgia. Thls RCMS- cemﬁed site is the Company $ major facility for its wood treatment busmess ‘
in the U.S. Currently, all of the Company’s CCA is produced at this location and some of it is sent by raJl to the -
Company’s Kalama, Washington facility for distribution to customers in the Western U.S. CCA 1s also bulk
shipped from this plant to the Company’s otheér CCA customers and to its Valparaiso, Indiana faclhty 'II‘hls site
also produces the Company’s CCA-substitute products. Office facilities and a technical center for Treatment

Products are also located at this facility. .

Brandenburg, Ke'nmcky The ISO 9001:2000-¢certified Brandenburg plant covers an area of 200 acres,
surrounded by 1, 160 acres of land that provides both a buffer.zone and expansion capability. The plant contains
muluple manufacturing facilities producing a wide range of products. Many of these products are. denvlatwes of
ethylene oxide and propylene oxide. A broad line of specialty polyols are produced in a ﬂex1ble batch facility and
sold into urethane - coatings, ‘adhesives, sealant and elastomer applications. Under a contract manufactunng
agreement with the purchaser of the majority of the operations of the Company’s microelectronic chemlcals
business, the Company produces chemical intermediates for such microelectronic Qu51ness in a , Separate
manufactunng facility, dedicated to this purpose at this site. There is an apphcauons and technical center at the
site that 'supports the development and technical service needs of the polyol and glycol products and wood
coatings products, "The ‘Company also operates other facilities on the site to produce commodity and specnalty
chemicals for third parties under long-term contractual arrangements. . l

: ! - ' |
Lake Charles, Louisiana. The Company’s facility located in Lake Charles, Louisiana consist;s of two
manufaclunng plants that produce various hydrazme products. One plant produces solution grade hydrazine
products for use in chemical blowing agents, water treatment chemicals, agncultural products, pharmaceutical
intermediates and other chemical products. This'plant is currently idied. A second 1SO 9001:2000- cemﬁed plant
- produces propellanl grade hydrazine products, including anhydrous hydrazine, unsymmetncal d:methyl
hydrazme and monomethyl hydrazine for use as fuel in satellites, expendable launch vehicles and auxiliary
power units, Additional equipment of the Company at this site produces propellant grade Ultra Pure™ hydrazme

the world’s purest grade of anhydrous hydrazine, principally for satellite propulsion. l

|
Rochester, New York, This IS0 9001:2000- and RC 14001-certified facility manufactures a [arge rlumber of
chemicals for the specialty chemicals industry. Many of these chemicals are biocides used to control dandruff on
the scalp and to cortrol the growth ‘of ‘micro-organisms, particularly fungi and algae. The largest
2-Chloropyridine producnon facility in the world is located here. 2-Chloropyridine is the key mtermedlate used
to produce the Company’s Omadine® biocides. These prodicts are based on the salts of the pynlhlone molecule.
The Company manufactures over a dozen pyrithione products at this site by modifying these} salts by
"concentratlon. form or combining them with other biocides. This plant also manufactures the Company $
* Triadine® brand of biocides, which are a combination of pyrithione and triazine, a bactericide purchaslad from a
supplier. This facility also produces . the Omacide® IPBC brand biocide, which “based ‘upon
iodopropargyl-n-butylcarbamate, a broad-spectrum fungicide. This facnlny also manufaclures perslonal care
specialty ingredients for the Company’s personal care product line and Wo!man® E product for the Company 5

wood protectlon busmesq 7 o ‘ ‘ |

Charleston, Tennesvee The Company s ISO 9001:2000- and RCMS—cemﬁed facility. located in Charleston,
Tennessee primarily produces, packages and stores calcium hypochlorite for the HTH water products business.
At this plant, products are packaged mto containers that range in size from 2 pounds 1o 2,000 pounds per
contamer quuld and dry pool mamtenance product.s are also formulated packaged and stored at this site.

Trentham, VICIOF'IG Austra!ra This Koppers Arch _]Oll‘ll venture facility produces CCA based wood
preservatives for the Australian market." The sales office services the Victoria, South Australian and Western
Australian markets The site is 1SO 9001:2000-certified. . : o
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+. by the Company s Italian operatlons

Igarassu, Brazil. The Company’s facility .located in Igarassu, Brazil produces and packages calcium
hypochlonte for the HTH water products business wrthm Brazil. Certain other products for the swimming pool
market and the water treatment market are packaged at this site.-The Company also has a small repackaging
facrhty in Salto, Brazﬂ The Salto fac111ty also blends and manufactures products for the perfonnance products

bus1ness .
A

_ Huddersf eld England This 1SO- 9001 cemfied leased facnltty produces and packages Proxel® and Densltl®
biocide, blends (whlch are based ‘on BIT) for sale by Arch’s mdustnal b:ocrdes ‘business. The fac111ty also shlps

‘the BIT acuve mgredlents to formulators worldwnde This site is the world’s largest BIT production facility. The

products are packed in a variety of sizes “from 25kg to ful} tank truck sh1pments There are approximately 25
different product offerings.

Seal Sands England. ThlS 1SO-9001 and 1SO 14001 faclltty produces"'and packages the intermediate

‘ product used at-the Huddersfield site in BIT producuon The intermediate is DTBA (2,2-Dithiodibenzoic Acid).
- The majority.of the product is consumed mternally at Huddersfield Product i is shipped in totes for easy transport

' and handling. - N . -

PaE . dit + 5
-

- :Les Mureaux, France This 1SO 9001: 2000—cert1ﬁed facility is located just northwest of Paris, France and

- serves as European headquarters for water treatment products and French headquarters for personal "care

mgredlent products, timber products and coating products. It also manufactures a limited supply of industrial
coatings for the French ‘furniture market The snte also repackages and sells a line of mdustnal coaungs produced

R

Swords, lreland This facility is located just north of. Dublin, Ireland. 2-Chloropyridine is imported from the

" Company’s Rochester, New York* plant and other sources and converted into’ zinc and copper salts of the
. pyrithione molectile. The products ar¢ ultimately shipped to customers in over fifty countries around the world

* This facility is both lSO 9001:2000- and 1SO. 1400[-certlﬁed

Marrano Comense, Ita!y This ISO 9001:2000-certified facility serves as the pnmary manufacturing location
for the’ Company s UV-based product line’ for its industrial coatings business. It also serves as a dlstnbutlon

Jocation. Some product development work i is also performed here. ’

Pzanoro Ira[y This ISO 9001: 2000 certified and 1SO 14001 certified facility serves as the primary
manufactunng location ‘arid research'and development center for the 1ndustrlal coatmgs business. It produces the
Sayerlack® and LineaBlu® branded products that include both solvent-. and water-borne urethane systems,

solvents stams and colors In addition, the central management for 'the distribution of these products throughout .

Italy and vanous export markets is located here

Grangemourh Scottand This manufacturmg site is, owned and operated by Kemfine under a toll

manufacturtng arrangement with the Company. The Company owns all of the equlpment used in the direct
manufacture of PHMB products.as’ well as the HMBDA (Hexamethylene-l 6- Bls-chyandlamlde) intermediate,

The PHMB product is produced in’ vanous solutlons andin a solid format.

Kempton Park Soufh Afnca The Company ] fac111ty produces and packages calc1um hypochlorite for the

HTH water products business pnncrpally within the Southem Afnca region. Products for the- sw1mmmg pool and

water treatment markets are also’ packaged at thls site. ,4

Sama Rrra Venevuela The Company s 1SO'9001: 2000-cert1ﬁed faclhty is a multi- product manufactunng
plant producing.a broad range of polyols, demulsrﬁers, and specialty surfactants to support regional markets.

Specralty polyols are also produced | for local consumpuon and export.

1
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Item3 ' Legal Proceedings- o . ' vt b

+

"In connection with the Distribution, the Company assumed substantrally all non-environmental l1ab111t|es for
legal proceedings relating to the Company’s businesses as conducted prior to the Distribution Date. In addrtlon
in the normal course of business, the Company is subject to other proceedmgs lawsuits and otheér clalms
including proceedings under laws and regulations related to environmental and other matters. All such matters
are subject to many uncertainties and outcomes that are not predictable with assurance. While these other matters
could materially affect operatmg results when resolved in future periods, it is management’s opinion thatlI after
final- disposition, any monetary liability or financial impact to the Company beyond that provided in the
Consolidated Balance Sheet as of December 31, 2006, would not be matenal to the Company § ﬁnanc1al posmon

or annual result§ of operations., !

! 1
D
b
]
|

Itemd. .Submission of Matters to a Vote of Security Holders

]

- No matter was submttted to a vote of secumy holders dunng thé three months ended December 31 2006

| .
The blographlcal information of the executive officers of the Company as of February 27, 2007 is noted
below; : , ‘ ! - . i

Executive Officers of the Regrstrant

1 ' . 0

.

Name and Age ' Office : . o .
Michael E. Campbell (59) ......... Chairman of the Board, President and Chief Executive Officer {
Paul J. Craney (58} .....:........ . Corporate Execuuve Vice President .o
Louis §. Massimo (49) ........... Corporate Execuuve Vice Presrdem and Chief Financial Ofﬁcer |
Hayes Anderson (46) ............. . Corporate Vice President, Human Resources . . ‘
Sarah A. 07 Connor (47) .......... Corporate Vice President, General Counsel and Secretary |
- W. Paul Bush (56) ............... Vice President and Treasurer . .- e } .
Steven C. Giuliano (37} ........... Controller ‘

No famtly relationship exists between any of the above named executwe officers or between any of them
and any Director of the Company. Such officers were elected or appointed to serve as such subject to; the
Bylaws, until thelr respective successors are chosen. |

Mr. Campbell was elected Chairman of the Board and Chief Executive Officer on February 7, 1999, On
July 27, 2000, he was given the addrttonal title of President. Prior to the Distribution, he was Executive Vrce
President of Olin and had global management respon51b1l1ty for all of Olin’s busmesses Prior to his election as
an Executive Vice President of Olin, Mr. Campbell served as Presudent of Olin’s Microelectronic Materials

Division. Prior to that time and since 1987, he served as Olin’s Corporate Vtce President, Human Resources.
}

Mr. Craney was elected a Corporate Executive Vice President on January 30, 2003. Prior to that time and
since September 13, 2000, he sérved as Vice President and General Manager, Treatment. Prior to that posmon
he served as Vice President, Strategic Development since August 31, 1999. From February 7, 1999 untnl

* August 31, 1999, he was Vice President and General Manager, Urethane Products. Prior to the Distribution and

since May 1996, Mr. Craney served as Vice President and General Manager, Urethane Products Chemrcals
Division, - at -Olin. Prior to'May 1996, he served as Vtce Pre51clent Busmess Development and Matenals
Management Chemicals Division, at Olin. o ‘ ; .
: ' ;

Mr. Massimo was elected a Corporate Executive Vice President on January 30, 2003 and has held the
position of Chief Financial Officer since January 27, 1999, He also has responsibility for the HTH water products
business. Prior to January 30, 2003, Mr, Massimo was a Corporate Vice President since January 27, 1999. Pn_or
to the Distribution, he served as Controller of Olin since April. 1, 1996 and, in addition, as Corporate
Vice President since January, 1, 1997. From November 1994 until April 1996, he served as Olin’s Director of
Corporate Accounting. Prior to November 1994, he was an Audit Senior Manager for KPMG LLP. ‘
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“! . Mr. Anderson was elected Corporate Vice President, Human Resources effective December 1, 2000. Prior
tq that he had served as Vice President and General Manager, Semrconductor Chemicals and Services since
June- 8, 19995 ‘Prior to that position-and since February 19, 1999, Mr: Anderson was Business Director, Process -
Chemtcals and Chemrcal Management -Services. Prior to serving as Business Director- and- pnor to the
Dlstnbutron Mr Anderson served as Business Dtrector Chemrcal Management Services of Olin smce 1995 and
. from 1993 to 1995 was Busmess Manager ‘Chemical Management Services at Olm o

..J- .

i
l
|
|

Ms o Connor was elected Corporate Vrce Presrdent General Counsel ‘and’ Secretary on February 7 1999
She was elected a Vlce Presrdent of the Company on October 13, 1998 when the. Company was a wholly owned
sub51d1ary of Olin? Pnor to’ the DlStI‘lbuthIl and since 1995, Ms. O’Coniior served as Olin’s Dlreetor Planmng _
and Development Ms. O'Connor became an Associate Counsel in the Olin Corporate Legal Department rnv1989 K
and was promoted to Counsel in 1992 and to Semor Counsel in January 1995.

’ l Mr. Bush was elected Treasurer on February 7. 1999 and also appomted a Vrce Presrdent on'that date. Prior
to the Distribution. and since February 1998,'Mr. Bush was a consultant to Olin. ‘Priof to February 1998, and since
March 1994, he was Vice Presrdent Treasurer and then Vice President, Investments. of Johnson & H1ggms an
msurance brokerage and beneﬁts consultmg firm.' Prior to 1994 he held various managerial’ posltrons mcludrng
V1ce Presrdent and Treasurer ‘and Vrce Presrdent Fmancral Plannmg and Analysrs for Squibb Corporatro'n

bat . -t &"
~

‘ Mr Glulrano was elected Controller on' January 27 1999 Prlor to the Dlsmbutlon, Mr. Glul:ano was’ an
Audlt Senlor Manager for KPMG LLP and prior to that ,and since 199l he held various posmons of mcreasrng
responsrblltty ‘for ' KPMG. LLP, where he’ had- overall responsrbrhty for services provrded in’ connectlon wrth
audtts SEC filings, prwate offerings and other services for certain domestlc and rnultmatronal cltents T

.

l

- —— ——— — — -
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T PART Il A I‘I .

- Item'S. . .Market for the Regtstranl s Common Equtry, Related Stockhatder Matters ami Issuer Purchases of
Z.‘ Eqmty Secunues S _ . ) ’ S e i‘ '
' As of January 31 2007, there were approxrmalely 4, 996 record holders of the Company s common rstock
. The Company’s common stock is traded on the New York Stock’ Exchange (“NYSE”) under the symbol
“ARJ.” In 2006, the Company submitted the requrred Section 303A 12(a) CEO annual cerlrﬁcatron to the NYSE
and has ﬁled as Exhrbrls 31. 1 and 31.2 1o this Report the certlﬁcatlons requ1red by Secuon 302 of thé Sarbanes- ;
-:OxleyAct M _ . _ L R
o SR . e - - CL P - ! N
Informauon concerning the high and low sales p’rices of the Company’s common stock and dividends paid- - -
-on’ common stock during each quarterly period for the last two most recent fiscal years, is set foth in Note 23 of
Notes to Consolldated Financial Statements contained:in Item 8 of this Repon T R )

)

iy
LA

. Among the provrslons of the credlt facnhty (as deﬁned in Item 7 of this Repart) are restncuons relalmg to
the payments of dlwdends and the acquisition of the Company s common stock based on a ﬁnancral formula As
of December 31, 2006 drvrdends and stock repurchases were limited- to approxrmalely $60 3 million. In addition,
the senior unsecured notes 1ssued in March 2002 contain dmdend restrictions, ‘which limit dmdends and
-repurchases 'to $344 mllhon as of December 31, ,2006. See' Note 11 of Notes to Consohdated "Financial
Statements contained.in Item 8 of this Repon for resmctlons on d1v1dends and repurchases undcr the credit

* facility and senior unsecnred notes. h o . P ,

i
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|‘ - Comparison of Five Year Cumulative Total Return Among Arch Chemicals, Inc.,
the S&P 500 Index and the S&P Chemlcals (Specmlty) Index
! The graph below compares the cumulanve total shareholder return offthe Company $ common stock to the

Standard & ‘Poor’s 500 Index and to the Standard & ‘Poor’s Chemlcals (Spec1alty) Index for, the period from
'December 31, 2001 to 'December 31, 2006 the last day of the Company s fiscal year. The graph assumes that the
.value of the: investment in the common stock and each index was $100 at close of Décember 31, 2001 and that all -
dtv1dends were reinvested. The total cumulatwe dollar retums shown on the graph represent the value that such-
mveslmems would have had on December 31, 2006.
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Issuer Purchase; of Equrty Securities’

b

~ s -

In November 2006 and as 1nd1cated in the table below two employees dehvered to lhe Company 12,427
shares of the Company’ s common stockias payment for the exercise price of outstandmg employee stock option_s

prevrously granted under the 1999 Long Term Incentive Plan.

'

t
L)
: !
. !

2 Total Number of

Shares (or units)
.Purchased as Part of
"Publicly Announced

Plans or Programs

)

@l
Maximum Number
{(or. Approxlmale

" Dollar Value) of

Shares (or, Units)
. that May Yet Be.
Purchased Under the
Plans or Programs

i - -
; I . Total N(uznher of IWelghte{(ll) )Average
) " Shares (or Units) Price Paid per ’
Period ' . _ Purchased Share (or Unit)
October l 2006 through October 31 . )
2006 .. e 0 S N/A
November 1, 2006 through '
November 30,2006 ! ... .-"...... 12427 . 32.88
December 1, 2006 lhrough December . .
L 31,2006 ..... S S . - 0 .- N/A
“Total.............. RS e i2,4_27 $32.88

See Item 12 of this Report for Equity Compensation Plan information. -
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Item 6.  Selected Financial Dat‘a S _ - L ' - _

" The following table summarizes certain selécted historical financia! and operaung information with respect
to the Company and is derwed from the Consoltdated Financial Statements of the Company The financial data
as'of and for each of the years‘in the three-year period ended December 31, 2006 were derived from: the audited
financial statements included elsewhere herein. Such historical financial data may not be indicative of the
Company s _future performance. “The information set forth' below should’ be read in conjunction with
“Management s Dlscussmn and Analysis of Financial Condition and Results of Operations” and the historical
Consohdated Fmanma] Statements and Notes thereto included elsewhere in this Form 10-K. The following
mformatlon is quallﬁed in its’ enurety by the 1nformat|on and financial statements appeanng elsewhere in this
Form IO-K See Note 1 of the‘Notes 1o Consoltdated Fmancml Statements for addmonal mforrnanon

AR et ' R R As of and For the Years Ended December 31,
2006 2005(%) 2004 - 2003 ° 2002
. (8 in millions, except per share amounts)

+

Operations ‘ _—

Sales ................ S S .. $1,4347 $1,305.1 $1,1209 $863.5 $763.0
Cost of Goods Sold (1) ... .. L0559 9539 ° 8080 618.1 5419
Selling and Administration (2) .......... S .. 2856 2668 2526 209.7 1846
Research and Development . ................ccooovnin. 182 212 154 11.7 10.3
Other (Gains) and Losses (3) .oo.novvnnn.. e P XS (3.9 1.4 (3.0) (1.5)
Impairment and Restructurmg 4) i 235 .09 4.6 04 - - 57
Interest Expense 411 SO 20.5 19.7 18.6 16.6 16.0

Income from Continuing Operatlons Before Taxes, Eqmty in

Earmngs of Afﬁhated Compames and Cumulauve Effect o
334 46.5 203 10.0 6.0

of Accountmg Change .................. R L
Equity in Earnings of Afﬁllated Compames .............. . 0.8 13.1 4.0 5.6 3.1
Income Tax Expense ...."............... e 193 19.8 7.0 55 2.7

lncome from Continuing Operatlons Before Cumulative

Effect of Accounting Change, ... ... e i _ 149 398 17.3 10.1 6.4
Iricome (Loss) from Dlscontmued Operattons net of . _
7 O ) J P S 07 12 26 177, - (34
Cumuilative Effect of Change in Accountmg, net of L : :
@ax(6) ... i e — (0.5) C— - (04 —
Net Income ’. TS . $ 142 $ 405 $ 199 $ 27478 30
' Diluted Incorhie PerShare ©.... L. 0.0 08 058 8 170 8 084 $ 121 $0.13
Common ledends Per Shiare ............ e : 0.80 " 0.80 0.80 0.80 - 0.80.
Other ' - ) : . e
Capital Expenditures . . ceee e 26.7 18.3 183 . 17.0 .- 282
Depreciation ..........:........... e 35.4 39.3 417 315., 374
Amortization of Intangibles ... .. [ 8.9 7.4 .52 19. 20
Effectlve TaxRate (7) ... ..... e B 56.4% 33.2%  288% 353% 29.7%
Financial Posmon ,' .‘ ' S
Working Capltal (B) $ 1535 $ 1447 $ 996 $793 $ 381
Property, Plant and Equipment,net . . ................... 193.2 191.4 211.6 2079 2222
Total ASSEts .. ....coivinnniii s e w... 1,1496 - 10688 1,1000 976.4 ° 939.1
Long-Term Debt; excluding current portion .............. 624 - 2178 2152 21852208 °
Shareholders’ Equity . ....... ... .. oo, .. 366.2 365.0 359.8 . 337.7 3300
Cap1tahzanon LI et P s.... 5841 0 5948 584.1 5569 5532

Notes to Selected Fmancual Data appear on the next page
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Cost of Goods Sold for 2006 includes a charge of $3.6 million for an early termination of a supply contract
Cost of Goods Sold for 20{)3 includes an insurance settlement of $3.3 million for the relmbursement ofgpast
and future repairs of one of the Company s manufacturing locations. . i |
Selling and Admlmstrauon expenses for 2004 1nclude a $6.1 million settlement from a favorable legal
Judgment » :
Other (Gams) and Losses for 2006 represents the pre-tax gam on the sale of excess land of $0.8 mllllon a
pre-tax gain on the sale of certain assets in Brazrl of $0.4 million and a pre-tax gain of $1.2 million from the
sale of an investment 1n an industrial coatings busrness Other (Gains) and Losses for 2005 representsi the
pre-tax gain on the sa]e of excess land in Brandenburg Kenrucky of $5.8 million that was pamally offset by
a charge for Brazilian state import -tax claims of $1. 9 million. 2004 pr1nc1pa]1y includes a charge for a
Brazilian state impott tax claim of $2.1 million, offset by the pre-tax gain "of.$0.6 mllllon on the sale of a
building. 2003 pr1nc1pa]ly -includes the pre-tax gain on the sale of excess land of'$2.5 mllhon 2002 con51sts
of the pre-tax gain on the sales of excess land. - G
Impairment and Restructuring consist of the following: cre

Impairment Charge — - - 2006 includes a $23.5 millicn charge for the impairment of goodwill related 1o
‘ o ‘ the Company’s industrial coatings business, 2005 includes a $0.9 rmlllon
charge for land located in China that the Company transferred to the Chlnese
government in exchange for additional land. 2004 includes a $2.9 m1]llon
charge for the fully-dedicated .manufacturing assets of the mrcroelectromc
‘materials busmess located in Brandenburg, Kentucky which the. Company
continues to own, . . o ooy

Il

_ Restructuring — 2004 includes $2.1 million for séverance costs related to headcoum redictions

3y

in the hydrazine business due to the explratlon of the government Contracl
~ offset by a reduction of $0.4 million of prior year restructuring resérves: 2003
. includes severance cost of $1.4 million for headcount reductions related to the
performance products segment, $1.1 million of severance costs for addmonal
headcount reductions associated with a revision to the 2002 ongmal
restruc[unng program offset by a rediiction of the prior years’ restn.lcturlng
reserves of $2.1 m11|10n Restructurmg charges for 2002 include '$4.7 mrlllon
rélated to headcount reductions in the performance urethanes and. HTH water
products businesses, as well- as ‘a $1.0 million charge related to the
censolidation of several treatment products segment operations. '

The followmg detarls the components of Income (Loss) from Discontinued Operations, net of tax i

" As of and For the Years Ended December 31

($ in millions) - _ , ’ 2006 2005 2004 2003 . 2002,
Discontinued Operations, Results of Operations: : - y
Microelectronic Materials (@) .................... $0.7) $(t6) S100  $ 50. . 5%50.D.
Hickson organics (b) .. ... ............... e e 29 (33 |
Sulfuric Acid {c) ... ... SO U C— = = L1 15
Gain (Loss) on Sales of Discontinued Operations: . R |
Microelectronic Materials .. ..................... — — (1.6} — . — l
Hickson organics operations (d) .................. —_ 2.8 1.3y 2.0) (1.5) |

Sulfuric AcId () ool — — 1.5 16.5 —

Total Income (Loss) from:Discontinued Operations, ) : ,
netoftax ......... i e $0.7y $12 . $26. $17.7 $(3.4),

a. Represents the results of operations, net of tax, for the chemical management services (“CMS”)
business: In addition, includes the results of operations of the microelectronic matenals busmesses|

. through the date of sale on November 30, 2004 for ail years presented. Ty i
o :
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. " ) Represents the results of: operat1ons net of tax, of the Hickson orgamcs dtvrsron for all years presented
g through the date of sale on August 11, 2003: - ¢

1, Represents the results of operatlons net of tax for all ycars presented through the date of sale on July 2
. '.l' .2003 . - ..", . e
e - 2005 represents the recovery of £1.7 mlllton (approxtmately $29 mllhon pre—tax) re]ated to two
4 £ outstandmg notes from the sale’ of the Htckson orgamcs Castleford operattons that were prev:ous]y

reserved due to uncenamty concemmg the collectlbtllty 2004 mcludes an adjustment on the loss on the

S organlcs operation in Danville, Vtrgtma ' : R

2004 pnncrpally represents a tax refund related to the sale of the sulfunc acrd business. 2003 represents
the initial gain on the sale of the business. ) o S

)' 2005 reﬂects the .impact: of adopnon of FASB Interpretauon No 47 “Accountmg for Condmonal Asset
“Retirement Obhgatlons—An Interpretation of FASB Statement No. -143. 2003 reflects the lmpact of

adoptlon of 'SFAS No.. 143, “Accountmg for Asset Retirement Obltgattons OREC Y T

“increase.in 2006 i is due to the non-deductlble tmpalrment charge of $23 5 mtlhon Excluding the lmpamnenl
charge the effective tax'rate was 33.4%; " - S s ' - LT
{8y Worklng caplta] excludes cash,- short-term debt .and assets*held for sale. In addltlon the Company sells
- certam accounts receivable through an accounts receivable- secunttzatton program. As a result, accounts
Tl recelvable have been reduced, the Company s retained interest in such receivables have- béeri reflected as a

' short term mvestment and proceeds from the sales are used to pay down debt As of, ,December.31, 2006,
b 2005, 2004 and 2003; the Company: ‘had not sold*any participation tnterests in accounts receivable. As of
‘ - December 31, 2002, the Company had sold $33. 5 mllllon of partlclpatton Interests 1n“$55 1 mllllon of
1 accounts receivable. ; e

'(9) The 2005 income statement was rev:sed to include the gain on sale of the Planar SO]l.lllOl'lS _|0H'll venture of
|

1nc1uded in Other (Gmns) and Losses . r

29

) The effective tax rate is based on ‘continuing operations before cumulative effect of accountmg change The ’

$102 million, s a component of Equrty in Earmngs ‘of Affiliated Compames It had prevrously been -

. xS o
Al “the outstandmg workmg capltal recelvable and acharge for probable future commltments as a result of -

o ' the: uncertatnty concemmg ‘the v1ab11|ty of: the purchaser 2003. represems the mlttal lossvon the sale of .-
the Htckson organics - Castleford operattons 2002 represents the loss on the sale of the DanChem ‘




Item 7.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Management’s Dlscussmn and Analysis of Financial Condition and Results of Operauons should be read
in conjunction with the Company s Consolidated Financial Statements and Notes thereto included eisewhere herein._
Sales consist of sales tO}[hlI‘d parties net of any discounts. Gross Margin is defined as Sales less Cost of Goods Sold,
which includes raw materials, labor, ovérhead and depreciation associated with the manufacture of the Company 5
various products and shipping and handling costs. In,addition, segment operating income includes the e:qulty in
earnings of affiliated companles and excludes rcsuuctunng (income).expense and lmpalmlent The Company.
includes the equity income (loss) of afﬁhates in its segment operating results as it believes it to be relevant and
useful information for investors as these affiliates are the means by which certain segments participate in certain

“ geographic regions. Furthermore, equity income (loss) is included as a component of segment operating results

bécause the Company includes it to measure the performance of the segmenl The Cornpany believes the excluS.lon
of restmctunng and impairment expense from segment operating income provides additional perspectwe on the
Company's underlying businéss trends and provides useful information to investors by excluding amounts from the
Company’s results that the Company does not believe is indicative of ongoing operating resuits. Other gams and

losses that are directly related to the segments are included in segment operating results. |

~ In 2006, the Corﬁpany has included pension expense associated with the pension obligations for retirees

- assumed-with the Hickson acquisition as well as for émployees subsequently transferred with the re]ated sold

businesses in Corporate Unallocated expenses that had previously been allocated to the Company’s operatmg
segments. The Company has reclassified prior period amounts to conform 1o .the current presentatlon The
amounts previously allocated that are now.included in Corporate Unallocated for the twelve monlhs ended
December 31, 2005 and 2004, were $4 5 ml]llon and $1.9 million, respectively.

i
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Results of Operations "
Consolidated ,
! . Years Ended December 31,
, < ! 2006 ©2005(1) ' 2004
' : ' ' " (in millions, except per share
: o 7 amounts) |
Sales ...... e O S SR © $1,4347 §1,305.1 1$1,1209
Gross Margin'. ..... e e e e e 378.8 3512 1 3129
Selling and Administration ....... ... v 285.6 266.8 X 252.6
Researchand Development . ...................... ... ... ... ... ... 18.2 212 154
Other (Gains) and Losses ....... e e e e 2.4) - (3.9 I 14
Restructuring ... ... T e e e e e e e — — 1.7
Impairment Charge .i........ ..ot i . 23.5 09 2.9
Interest EXPEnse, Nt .. ... orirer et ittt e e 20.5 19.7 | 18.6
Equity in Earnings of Affiliated Companies .. ............ .. .. .......... 0.8 13.1 4.0
Income Tax EXPENSe . .. ... oo m ittt 193 198 7.0
Income (Loss) from Discontinued Operations, netoftax .. ................. 0.7 (1.6)‘l 10.0
Gain (Loss) on the Sales of Discontinued Operations, netof tax. ............ — 2.8 (7.4)
Cumulative Effect of Accounting Change, netoftax ...................... —_ (0.5)] —
NetIncome ......;....... e P . $ 142 $ 405.% 199
Basic Income PerShare . . ............... ... $ 059 & 172:% 086
Diluted Income Per Share ... ... e e e $ 058 § 170 I $ 084 .
Weighted Average Common Stock Outstanding: : ’
Basic ..ot P e 24.0 23.6 | 232
Diluted ... e e e .. 243 23.8; 235

—_— b ' ' : 1

(1) The 2005 income statement has been revised 1o include the gain on sale of the Planar Solutions joint venture
of $10.2 million, as a component of Equity in Earnings of Affiliated Companies. It had previously been‘
recorded in Other (Gains) and Losses. - ' i
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1- - The Company is a global biocides company providing innovative, chemistry-based solutions to control the
i growth of harmful microbes. Our concéntration is in water, hair and skin care products, pressure-treated wood,
lpamts and building products, and health and hygiene applications. The Company operates in two segments:
:Treatment Products and Performance Products, e .

I‘ . Arch’s Treatment Products busmess segment generates. approxlmately 80% - 85% of the Company s annual
isales. It includes three reportable business units: HTH water producls personal care and industrial biocides, and
'wood protection-and industrial coatings. -

o

'. . The core competencies of the Treatment Products segment are quperlor mlcroblology and chemical
formulation skills as well as extensive knowledge of—and expertise m——the regulatory procedures that govern -
the use of these biocide products, and particularly excellence.in toxlcology on which those regulations are based.
The Company must understand the biological and chemical effects of its "products and excel at both developing
new producls and finding new applications for existing ones. The Company is also a-global market leader.in .
supplymg biocides for incorporation into interior and exterior paints, wallboard, ceiling tiles and other building
producls to detér the growth of mold and mlldew the major cause of the Sick Bulldmg Syndrome.

! Cnucal success factors for the Company 1nclude managmg its ablhty to develop new products to meet its
Customers needs; reducing overall-product sourcmg tosts; optimizing its overall global manufacturing facilities
to maximize efficiencies in the manufacturing processes; and fixing or eliminating unprofitable businesses. In
) addmon several of its customers generally require that the Company demonstrate improved efficienties, through

cost reductions and/or price decreases. The Company’s continued growth will come from organic growth and

) through strategic acquisitions. See Results of Operations below for more details on the factors that drive year-

over—year performance.

4 o . , S
; The Company‘s major sales, distribution and production facilities are located in North America and Europe.
Additional facilities are based in Latin America, Asia and South Africa.- Approximately 50% of sales and total
long-lived assets, excluding goodwill, are outside the U.S. Accordingly, the Company has - exposure to
fluctuations in foreign currency exchange rates. These fluctuations impact the translation of sales, earnings,
assets and liabilities from the local functional currency to the'U.S. dollar, Operating units.outside the U.S. that
purchase raw materials in U.S. dollars are also impacted by fluctuations in fore:gn currency exchange rates.

i .

i The Company has an -annual compensation plan and a Iong lerm mcenlwe compensauon plan for, its
executives and. other employees. The annual plan’s financial targets for corporate and senior management are
diluted earnings per share and cash flow. The numerator for diluted earnings per share is net income adjusted for
any extraordinary income or expense, special charges or gains, and gains or losses on sales of businesses or sales
not in the ordinary course of business {“adjusted net income”). Cash flow is defined as- EBITDA plus or minus
[he change in working capital, less capital spending. The annual plan’s financial targets- for the business units are
pre—lax income. and cash flow. The Company’s long-term incentive plan target is Return on Equity (“ROE”).
ROE is defined as adjusted net income divided by average shareholder’s equny (the average calculated using the
shareho]der s equity at the beginning-and the end of the fiscal yéar, excluding the impact on ending shareholder’s
equity of any adjustments to net income). These financial metrics are key perfonnance indicators. utilized by the
Company to evaluate its performance against stated goals. In addition, the estimated and actual performance
against such targets can have a significant impact on the amount of incéntive compensation expense recorded by
the Company. Since the Company’s long-term incentive plan is paid out in cash based upon market price of the
Cqmpany s common stock, the amount of incentive compensation expense will vary based upon the market price

of the Company s stock at the end of each repomng pertod, .. i
i

' The Company has a disciplined acquisition strategy that is aimed at complementmg exlsung strengths and

under which all candidates must meet stringent strategic and financial - criteria. First, any acquisition must
strenglhen the Company and be focused on the core business areas.” Secondly, any acquisition must be cash
accrenve in.year one and earnings accretive no later than the end of the first year Lastly, there must be a detailed
mtegranon plan established prior to the acquisition. . - K .

1 . .
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The Company's 2006 net sales were $1,434.7 million, up approximately 10% from 2005. The Company
benefited from improved pricing for residential swimming pool products in North America as well as orgamc
growth due to increased volumes and pricing in the performance urethanes business. In addition, the Company
benefited from the favorable effect of the acquisition of the remaining 50 percent share of the Company’ s HTH
water products joint venture, Nordesclor, which more than offset the decrease in volumes from ceasing to sell to
unprofitable customers. Finally, the Company:continues to pass along price increases o its customers’ ,where
possible; thereby- enabling the Company to partially offset rising raw material and energy price increases.
However, due to significant increases in copper costs, a major raw material used in the wood protection business,
operating results were adversely impacted due to the inability to recover these higher costs through price
increases. The Company remains focused on reducing costs and managing cash wisely to ensure it has sufﬁc1ent

resources to drive growth both organrcally and through additional complementary acqursmons ;
P
P

Year Endéd December 31, 2006 Compared to 2005 ' -4

Sales increased $129. 6 million,, or ten percent due in part to the acqursmon of the remaining 50 percent
share of the Company's water products joint venture, Nordesclor ($37.4 million or three percent). Excludmg the
impact of the acqulsmon sales increased $92.2 million, or seven percent, principally due to favorable prrcmg
(approx:malely five percent} and an increase in volumes (approximately two percent). The favorable pricing was
principally in the HTH water products business and to a lesser extent in the performance urethanes business that
successfully mitigated hlgher raw material costs. : i.

Gross margin percentage was 26.4% and 26.9% for 2006 and 2005, respectively. The decrease in| margin
percentage was primarily in the wood protection business, and to a lesser extent, in the industrial b1ocrdes
business as a result of higher raw material costs. In addition, a charge of $3.6 million from an early termmatron
of a supply contract adversely impacted the gross margin of the wood protection. ‘business. This decrease i in gross
margin was partially- offset by an increase in the HTH water products business, which was due to favorable
pricing and product mix in North America.

Selling and administration expenses as a percentage of sales decreased to 19.9% in 2006 from 20.4% in
2005. These expenses increased in amount by $18.8 million. Selling and administration costs relate:d- o the
acquisition of the remaining 50 percent share of the Company’s water products joint venture, Nordesclor, were
$3.9 million. Excluding the impact of the acqulsmon these expenses increased by $14.9 million, pnman]y due to
higher pension expense for the Company’s U.K. based plans, approximately $6 ‘million, and the unfavorable
impact of foreign exchange n » . ) |

| . Co

Research and developmem expenses decreased by $3.0 million primarily due to the sale of rights to certain

intellectual property of $l 2 million as well as timing for toxicology studies in the industrial biocides busmess

Other (gams) and losses in 2006 mcludes pre -tax gains from the sale of excess land of $0.8 mllhon the sale
of certain assets in Brazil of $0.4 million and $1.2 million from the sale of an investment in an mdustnal coatings
business. 2005 includes the pre-tax gain on the sale of excess land located at its Brandenburg, Kentucky location
of $5.8 million, partially offset by an additional charge of $1.9 million for penalties and interest related to the
Brazilian state import-tax claim initially recorded in 2004, . |

- ‘ . ' i

During the fourth quarter of 2006, a trigg'ering event occurred that indicated an impairment of goodwill may
exist for the industrial coatings business. Following the review of an updated financial forecast, the !Company
conducted 'an interim SFAS 142 impairment review, which indicated that there was an impairmelnt on the
goodwill for the industrial coatings business. Based upon an analysis of fair value, the Company recorded a
non-cash goodwill impairment charge of $23.5 million, which reduced the carrying amount of goodw1ll related to
the industrial coatings business. The impairment charge of $0.9 million in 2005 was for land located in China

 that the Company transferred to the Chinese government in exchange for additional land. '

|
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|, . Interest expense, net increased $0.8 million, as a result of higher interest rates partially offset by lower
l:;aorrowmgs . . S Pt G

Fy Equlty in eammgs of afﬁl:ated companies decreased $12:3 ‘million. 2005 mcludes the pre tax gam on the
sale of the Company’s Planar Solutions joint venture of $10.2 million, the results of the Nordesclor j Jornt venture
whlch have been consolidated since the date of acquisition (December 2005) of $2.6 n'ulllon and the results of
the Planar Solutions joint venture through the date of sale (November 2005) of $0.5 mrlhon Excludmg these
ltems equ1ty in earnings of affiliated companies increased $1.0 million as a result of an increase in the operatmg
results of the Company’s Koppers joint venture, which were negatwely affected ($2.6 million) in 2005 by legal '
expenses associated with an investigation by the New Zealand Commerce Commlssmn (“NZCC”) ' e
t : .

l The tax rate on income from contmumg operatrons for 2006 and 2005 was 56.4% and 33. 2%. respectwely
The increase in 2006 is due to the non-deductible impairment charge of $23.5 million. Excludlng the lmpalrment
charge the effective tax rate was 33.4% which is comparable to 2005. o . .
! : '
' Income (loss) from dlscontmued operanons net of tax, reflects the results of operatlons for ‘the CMS
busmess Included in'the results for the twelve months ended December 31, 2006 and 2003, are severance and’
related costs ‘associated with the tenmnanon of certain service contracts of $0 3 million ($0. 2 rmlhon after-tax)
and $1. 1 mtIllon ($0 6 mllllon after—tax) respectlvely

M P [ T

Gain on sales of discontinued operations, net of tax, in 2005 represents the recovery of £1.7 million
(approximately $2.9 million pre-tax) related to two outstandmg notes from the sale of the Hickson organics
Castleford  operations, that wére previously reserved as of December 31, 2004 due to uncertainty concerning the
- collect1b1l|ty The Company recerved the cash paymem on July 19, 2005 for the ‘principal and mterest for these
two outstandmg notes. . :
2007 Outlook ' - SR R
! The Company expects full year sales to increase by approxrmately three to, ﬁve percent. Earnlngs per share ‘
from continuing: operatlons are forecast to be in the $1.90 to $2.00 range. Depreciation and.amomzatlon lS
estxmated to'be approximately $45 million. Capital spending is anttcrpated to be in the $40 to $45 million range :
The increase from 2006 is principally due to the planned construction of a biocides plant in China to meet.a
strateglc customer’s growing demand’ for biocides used in the anttdandruff shampoo market. In addll.IOI'l the
Colmpany plans to expand its U.S. biocides manufactunng capacity. The effective tax rate is estimated to be. 34
percent. Excluded from the guidance above, the Company expects to record an estimated pre-tax gain of
approxrmate]y $11 million, or approximately $0.30 per share, during the first ha!f. of 2007, for, the final payment
related to the completion of the Company’s storage contract with the U.S. govemment for its Mclntosh Alabama
srte SRR Cob y
. R
. | The Company expects. 1mproved performance in 2007, led by a stgmﬁcant 1mpr0vement in the operatmg
margms in the wood protection business and continued improvement in the operating margins of the HTH water
products business. The wood protection business is-expected to benefit from increased pricing in North America
and Europe for.wood preservatives sold in both residential and industrial markets, favorable product mix and
lower product sourcing costs. The HTH water products busmess is expected to continue on. its,:profit
improvement plan, with specific focus in 2007 on the European operations. Similar to the North American
strategy, the lmproved performance in Europe will result from price increases, shedding marginally profitable
business and lower operating costs. The HTH water products-business is forecastmg sales of approximately. $500
mllhon and operating margins are expected to be in the 10 to 11 percent range. The Company expects continued’
strong demand for biocides used in the antidandruff and building products markets to be, offset by higher
regulatory and raw material costs. Performance products results are expected to be lower due to the Venezuelan
government’s discontinuance of a high-margin surfactant product line. C R RPN

J

| 33




Year Ended Decemberi31, 2005 Compared to 2004 |

Sales increased $184.2 million, or 16 percent, due in parl to the acquisition of Avecia’s pool & spa and
protection & hygiene busmesses ($33 3 million or three percent). Excluding the impact of the acqmsmon sales
mcreased $150 9 Il'lll]lOl] or 13 percent, pnncrpally due to an increase in volumes {(approximately eight percent)
favorable pricing (approxlmately four percent) and favorable foreign exchange (approximately one percent).
Salés were higher in the performance urethanes business due to an increase in overall volumes across all product

'lines,and improved pricing that successfully mmgated higher raw material costs. Sales were higher i in HTH water

products due to an mcrease in residential sw1mmmg pool volumes of branded chlorinated isocyanurates, lbranded
calcium’ hypoch]onte and pool maintenance products and accessories. In addition, sales were also hlgher in the

‘personal care and industrial biocides business due to continued strong demand for blocrdes used in personal care
products including. anudandruff products and i in industrial applications, including marme annfoulmg pamts

Gross margin percentage was 26.9% and 27.9% for 2005 and 2004, respectively. The decrease i m margln
percentage was primarily in the HTH water products business, and to a lesser extent, in the 1ndustr1a1 coalings
and- wood protection businesses. The decrease in the gross margin percentage in the HTH' water ;products

4
' busmess was driven by unfavorable product mix, higher product sourcing costs related 1o the branded chlonnated

isocyanurates product'and increased freight and distribution costs. In the industrial coatings and wood protectron
businesses the decrease in the gross margin percentage is primarily the result of increased raw matertals| costs for
copper metal, monoethanolamine (“MEA”), chromic acid and resins and, to a lesser extent, the effect of
competitive pressures within the Italian coatings market. The decreases in gross margin percentages more than
offset an increase for the performance urethanes business as a result of the higher sales volumes and the
improved pricing.

Selling and admmrstratlon expenses as a percentage of sales decreased to 20.4% in 2005 from 22 5% in -
2004. These expenses increased' in amount by $14.2 million, primarily due to the, acquisition of| Avecia's -
pool & spa and protection & hygiene businesses (approximately $10 million} and, to a lesser extent, the hrgher

pension expense associated with the Company’s plans. These factors were slightly offset by lower'incentive

compensation costs associated with the Coinpény s long-term incentive plan. In 2004, the personal care business -

: beneﬁted from a $6.1 million settlement of a favorable judgment obtained against a former owner of an acquired

company, whlch was parually offset by hlgher self—msurance reserves (33 million) for HTH water products

* " Research and development expenses increased by $5.8 million primarily due to the acquired protecuon &

hygiene business as: well as increased spendmg in the other treatment products businesses to support growth

initiatives. l . , i
Other (gams) and losses in 2005 includes a pre-tax gain on the sale of excess land located at its
Brandenburg,  Kentucky location of $5.8 million, partially offset by an additional charge of $1.9 miltion for
penalties and interest related to the Brazilian state import tax claim initially recorded;in 2004. 2004 principally
includes a charge for a Brazrhan state import tax claim of $2.1 million, offset by the pre-tax gain of $0.6 million
on the sale of 4 a bul]dmg T B ‘ . o
L ’ |

Restructunng expense of $1.7 mllllon in 2004 includes $2.1 million for severance costs related to 'headcount

. reductlons in the hydranne business due-to-the expiration of the U.S. Government contract, pamally ‘offset by a

reducuon of $0.4 mllhon of prior year restructuring reserves. :

Impairment charge of $0.9 mxllron in 2005 is for Iand located in China- that the Company transfe}rred to the

: Chinese government in exchange for additional land. The impairment charge of $2.9 million in 2004 is for the

“fully:dedicated microelectronic materials manufacturing assets that the Company continuecs to own located in

Brandenburg, Kentucky and that were not sold in the divestiture of the microelectronic materials busmess The
Company is utilizing these assets solely to supply certain raw materials to Fuji Photo Film Co., Ltd. (“Fup ") under
a manufacturing agreement. Based upon the Company’s analysis and the original contract term, it was determined
that these assets would have limited use, if any, after a transition period. As a result, the Company was, required to
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review these long-lived assets for recoverability. Based upon an undiscounted cash l’lowlanalysis, including an -

estimate of salvage value, these assets were determined to be impaired (not recoverable) as-the carrying value of
the assets was. greater than the expected cash flows. Therefore, during the fourth guarter. ‘of 2004, the: Company

incurred an rmpalrmem charge to write down such assets to fair value. Fair, value was determined based upon :

esumated discounted cash flows directly related to the assets, including an estimate’ of salvage value . ".A .

" Interest expense ‘net increased $1.1 million as a result of hrgher interest rates dunng the penod ended
December 31, 2005 as compared to those during the period ended December 31, 2004. e i .
B ‘:,,‘.. S
l . e .
Equity in earnings of affiliated companies increased $9.1 million, primarily due to a pre-tax gain on'the sale
of the Company’s Planar Solutions joint venture of $10.2 million. Excluding. the. gain, equity in earnings

decreased $1.1 million due primarily to lower operating results of the Koppers Joint venture. The Company ]

results of equity in earnings (losses) of the Koppers joint venture were negatively affected ($2. 6 million) by. legal

expenses and assocrated costs for a settlement with the New Zealand Commerce Commtssmn (“NZCC™ for’ a !
case that has ‘been ﬁled .against its New Zealand joint venture Koppers Arch Wood Protection (NZ) lelted
(“KANZ“) (sce Note 20 in the Notes to Consolidated Financial Statements for- more mformanon) ThlS was
partlally offset by hrgher proﬁ[s for the Planar Solutions joint venture due to h1gher sales and lower operaung
costs

) ’ : : . Ve

' The tax rate on income from continuing operations for 2005 and 2004 was 33.2% and 28: 8‘26, respecuvely

The increase in the effective. tax rate is primarily due to the increase in domestic pre- -tax income in- 2005 The
lmpact of other (gains) and losses, including the gain on sale of Planar Soluttons mcreased the effectlve tax rate
on income from continuing operations by 2% for 2005. oL L :
Income (loss) from discontinued operations, net of tax, reflects the results of operations for the CMS'
business. Included in the results for the twelve months ended December 31, 2005 are severance and related costs -
assocmted with the termination of certain service contracts of the CMS business of $1 1 million ($0.6 million
after-tax) ‘In addition, 2004 income (loss) from discontinued operations, nét of tax, reﬂects results of operations
of the sold microelectronics materials business. o

| : o h
, Gain on sales of discontinued operations, net of tax, in 2005 represents the recovery of £1.7 million

(approximately $2.9 million pre- -tax) related to two outstanding notes froin thé sale of the l-llckson orgamcs
Castléford operations, that were previously reserved as of December 31, 2004 due to uncertamty concemmg the
collectibility. The Company received the cash payment on July 19, 2005 for the pnnc1pal and mterest for these
two outstandmg notes. _ ‘ . “

Segment Operatmg Results -

The Company has orgamzed its business portfolio into two operaung segments to reﬂect the Company’s
business strategy. The two segments are treatment products and performance products. The treatment products
segment includes three reportable business units: the HTH water products business, the personal care ‘and '
mdustnal biecides business, and the wood protection and 1ndustnal coatmgs business. Segment. operatlng income
mcludes the equity in earnings of affiliated companies and excludes: restructurmg {ircome) expense and
) |mpa|rment expense. The Company believes the exclusion of restructuring ‘and 1mpam-nent expénse -from
segmem operating income provides additional perspectwe on the’ Company’s underlying busmess trends- and
prov1des uséful information to investors by excluding amounts from the Company ] results that the Company
does not believe is indicative of ongoing operating results. oo ‘ !
! The Company includes the equity income (loss) of affillates in its segment operaung results as it belleves it
to be relevant and useful information for investors as these affiliates are the means by which’ certain segments
participate in certain geographic regions. Furthermore, the Company includes it to measure the performance of
the-segment. Other gains and losses'that are directly related 1o the segments are mcluded in segmenl operanng

results : . e

o ‘l
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In, 2006 the Comipany ‘included pension -expense associated with the pension obligations for retlrees
assumed:with the Hrckson acquisition as.well as for employees subsequently transferred with the related sold
busmesses -in Corporate Unallocated expenses. that had previously been allocated to the Company’s operatmg

" "segments.~The Company ‘has reclassified prior period' amounts to conform to the current presentauon The

amounts_ previously allocated -that, are now incleded in Corporate Unallocated for the twelve months ended
December 31 2005 and£2004 were $4 5 mllllOH and $1 9 million, respectlvely :

S . . . '
. . .

- . . L . |
4

Treatment P_roducts o

i

"-JI‘ _r, i . o '. o Years Ended December 31,

SRS : o L 2006 2005 | 2004
R S ‘ “;"l' A ’ ' . ' _ . @inmillions) | ©
A Results ofOperatlons R L i o ! -
Sa]es o :
»° "HTH Water Products R RS S ....... e ~... $ 4966 $'433.1 {$366.0
- Personal Care & Industrial Biocides ... .......0............ aee..e .. 2887 . 2727 | 2346
- Wood Protection & Industrial Coatings . . ... SN e e " 3821 3584 | 3511
Total Treatment'Produc'_ts O N P © $1,167.4 $1,064.2 $951.7
Operalmg Income s o . ‘ : S .
~ HTH Water Products ..o, oo P L. % 430 8 11218 78
Personal Care & lndustnal BIOCIES .« ..t ©46.7 456 | - 50.6
- Wood Protection & Indusmal Coatmgs ......................... il 1.8 16.6 | 246
TotalTreatmentProducts.._.~.._...:‘._.......:'...‘ ..... e PP 915 $ 734 |$ 830

Year Ended December 31 2006 Compared to 2005 : " S ’ ;} i
Sales mcreased $103 2" million, or approxlmately ten percent, due partnally to 'the acqulsmon of the
remaining 50 percent share of the HTH water products joint venture, Nordesclor ($37.4 million or approx1mately
four percent). Excludmg the 1mpact of the acquisition, sales increased $65.8 million or approximately six |percent
due to favorable pricing (approxlmately four percent), primarily in the HTH water products business, and higher
’ volumes (apprommately two percent) o
" A i ' i ' . . s o . .
Operatmg mcome increased $IS 1 million due to the significant improvement in the HTH water products

* business, partially offset by significantly lower operating results in the wood protection business and toja lesser

i
_extent in' the industrial coatlngs business. The lower operating results in the wood protect1on business mcluded a

336 mllhon charge for the early termmauon of a supply contract. oo
- b : . . ) . . . o

' HTHWateerducts - o : o l

. Sales mcreased $63 5 n'ulhon or approxlmately 15 percent “due to favorable pricing (approxlmately elght
percent) pnmarlly for lboth branded and non-branded pool treatment products in the North American| market. -
Volumes increased, approx1mately seven percent, due to the acquisition of the remarmng 50 percent share of the
Company s joint:venture, Nordesclor,($37.4 million or approximately eight percent). This increase was parually
offset by.lower volumes in the North American market from ceasing to sell to unprofitable customers, land toa

. lesser extent, lower demand in the South African market.

TR ' S

- -Operating income mcreased by $31 8 mllhon principaily due to the 1mproved pncmg programs mtroduced

m 2006 favorable product mix in the North American market and cost containment initiatives. In addlltlon the
operating results benefited from the posmve contribution of the acquired business, lower selling, admlmstranon
and legal costs, pamally offset by severance costs incurred durmg 2006 to streamline the busmess :
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Personal Care and Industnal Biocides - : : K

g — —

. .Sales rncreased $l6 0" million, or approximately six percent principally due to- ‘higher volimes
(approxtmately five percent). The higher volumes are attributable to stronig demand for blOCldes used in personal
care .products, principally antidandruff products. Favorable foreign exchange "as weil as hrgher pricing in the
domestic building. products and metalworking fluids markets to mitigate higher raw material costs were mostly
offset by competitive pressures in the emulsions and in-can preservation markets

Operating income increased $1.1 million due to the personal care business, which. beneﬁted from the higher
sales volumes The increase in the personal care business was mostly offset by lower operatmg results in the
1ndustr|al blOCldCS busmess as’ a result of higher raw material " costs, ‘price concessrons due to competitive
pressures wrthm certain markets and the unfavorable effect of foreign exchange. Included in the operating results
fo'r 2006 is the sale of rights to certam mtellectual property of $1.2 million.

Wood Protection and Industrial Coatings

E Sales mcreased $23.7 million, or approximately seven percent due to hlgher volumes (approximately fonr
percent) rmproved pricing (approximately two percent) and favorable forelgn exchange (approximately one
percent) The higher sales volumes are due to increased demand for industrial coatings, particularly in the Eastern
European market,"and for Tanalith™ E products used in re51dem1al applications in Europe. The improved pricing
is‘a result of price increases to partially mitigate higher raw matenal costs for wood protecuon products used in
lhe North Amerlcan resrdcntlal and mduslnal markets

Operatmg income decreased $14 8 million over the prior year. The Iower operating results in the wood
protectlon business were due to the higher raw material costs, prmcrpally for copper, MEA and chrome, which
negatwely impacted the business. In addition, wood protection was negatively impacted, by 4 $3.6 million charge
from the early termination of a supply contract. These items were partially offset by- the 'improved operating
results of wood protection’s Koppers joint venture of $1.0 million; which were ~negatively-affected in 2005 by
leg?l expenses associated with an investigation by the NZCC for a case that had been filed against its joint
venture ($2.6 million). Lower operating results 1n the industrial coatings business were due to higher raw
material costs, higher selhng expense and legal Costs, Wthh were partially offset by the favorable sales volumes
in the export market.  The industrial coatmgs businéss was also negatively impacted by compeutwe pressures
wrthm the- Italian domestic market. Inciuded within the operating results of 2006 aré a pre-tax gain on the sale of
excess land for the wood protection business of $0.8 million and a pre-tax gain of $1.2 million for the sale of an
mvestment in an industrial coatmgs business.

i
Year Ended December 31 2005 Campared to 2004

! Sales 1ncreased $112.5 million, or approximately 12 percent, and operating income decreased $9 6 miltion.
A pomon of the increase in sales is due to the acqursmon .of Avecia’s pool & spa and protection & hygiene
businesses ($33.3 million or approximately four.percent). -Excluding the impact of the acquisition, sales increased
$79.2 million or approximately eight percent due to higher volumes (approximately six percent), higher prices
(approx:malcly one percent} and ' favorable foreign exchange (approximately one percent). -The ‘decrease in
operatmg income was primarily due to the lower operating results of the wood protection and industrial coatings
busmesses which were negatively rmpacted by higher raw material costs and lower operating results from the
Koppers joint venture. In addition, 2004 benefited from a payment of a $6.1 million settlement of a favorable
Judgment obtamed against a former owner of an acquired company in the personal care business.

i

LHTH Water Products L
Sales increased $67.1 mllllon or approximately 18 ‘percent. The sales increase is partlty due to the

acqutsmon of the'Avecia pool & spa business ($9.2 million or approximately three percent) Excluding the effect

of the acqursmon sales increased $57.9 million or 15 percent, due to higher volumes (approximately:i 1 percent),

favor?ble pricing (approximately three percent) and favorable foreign exchange (approxrmately one percent)

f.
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The increase in sales volumes is due to an ircrease in North American residential swimming pool ‘voltitmes of

branded chiorinated isdcyanurates branded calcium hypochlorite and pool maintenance products and accessories.

In addmon sales were higher in the South Afncan market due to increased demand that were partral]y olffset by
lower volumes throughout Europe )

Operating incomé increased by $3.4 million primarily due to the 1mproved sale*‘. volumes whrlch were
partially offset by lowet gross margins. The lower gross margins were due to'an increase'in overall cost of goods
sold which was driven by unfavorable product mix, higher product sourcing costs and an increase in fretght and
distribution costs. The unfavorable mix is the result of higher volumes of chlorinated isocyanurates compared
with the non- chlonne branded products.- The higher ‘product - sourcing costs were due to an increase in raw
material costs as a result of import duties (approximately $10 million) and utilization of an altematwe[suppller
for chlorinated tsoeyanurates due to strong demand. The hrgher freight and distribution costs were due to higher
volumes and inefficiencies experienced in the distribution channels. Sellrng and administration costs were
comparable to 2004 as higher expenses related to pool dealer integration costs and increased compensatlon and
benefit costs were offset by cost containment initiatives within the business. In addttron the 2004 results -
included higher self-insurance reserves (approx:mately $3 million). < , , '

s 10 ' . oot PR » W

Personal Care and Industrial Broctdes : oo . 3 : ][ :

Sales 1ncreased $38 1 m1lllon -0r approxrmately 16 percent, principally due to lhe acqummon ofJAvecra 5
protection & hygiene business ($24.1 million or approximately 10 percent) Excluding the effect of the
acquisition, sales increased $14.0 million or approximately six percent, due, to higher volumes (approxtmately
nine percent) offset by unfavorable pricing (approximately three percent). The higher volumes are attnbutable to

. strong demand for biocides used in personal care products, principally antidandruff products and in rndustnal

applications, including marine antifouling paints. The decrease in pricing is primarily a result of competmve '
pressure within certatn ‘product lines in the industrial biocides business, principally related to the Company § zinc
and copper 0madme® preducts to the Chinese and Korean marine antifouling paint ; market as well as in the
emulsions and in-can preservation markets. . o ; S l
: . A : .
Operatmg income decreased '$5.0 million. 2004 beneﬁted from a payment of a $6 ! million settlement of a
favorable judgment obtained against a former owner of an acquired company, a gain from the sale ofa building
($0.6 million) and compensation for toxicology data of $1.7 million. Exctuding. these items in 2004' operatmg ,
income increased $3.4 million as a result of the higher sales volumes. This was parually offset by lower pricing
in the industrial b10c1des busmess one-time costs related to an abandoned acquisition as.well as 1ncreased selling
expenses to support growth lmtrattves : : _ '
: , _ - c I
Waod Protection and Iudustn'al Coatings ) . B

Sales increased $7.3 million, or.approximately two percent, due to improved pncmg (approxrmately two
percent) to mitigate higher raw material costs pr1manly for polyurethane and water based products in the
industrial coatings busiriess. Higher sales volumes: in the wood -protection busmess of Tanalith™ E branded

_products in Europe were offsel by tower sales volumes in the industrial coatmgs business predommately due to a

weakness in the Italian furmture market and also ‘the loss of certain customers due to competitive. pressures

within the Italian market . ! : 1!

Operating income decreased $8.0 million over the prior year. The lower operatrng results 1n the wood
protection busmess were due to the higher raw material costs which negatively 'impacted the busmess In
addition, wood. pr()tectron s equity in earnings of the Koppers joint venture. were negatrvely affected
($2.6 million) by legal expenses and associated costs for a settlement with the NZCC for a case that has been
filed .against its New Zealand joint venture KANZ (see -Note 20 in the Notes'to Consolidated Financial
Statements for more information). Unfavorable operating results in the industrial coatings business were driven
by increased raw material costs'as well as reduced demand in several core European furniture markets due to
depressed market conditions and competitive pressures. . : ‘
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t
Performance Products

Years Ended December 31,

i['f T e - g . : 2006 2005 2004
I ' : . . ($ in millions)
Results of Operatmns

Sales - ' :

L Performance UTETNANES . - - . ..o s et et e e et ©$244.1 $2220 $1450
{ ‘Hydrazine. ;. L e TR ... B2 189 242

{I‘otal Performance PrOQUCLS -« oo vl I $267.3 $2409 $169.2

't

Operatmg Income (Loss) . : o
$185 $ 198 § (5.0

Ji Performance Ure[hanes S e [ _
Hydrazine . ... ... Ty : 'Z.Sﬂ 0.8 (2.9
ITolal Performance Products ..... e e $ 213 $.190 % (1.5)

 Year Ended December 31, 2006 ’Compared to 2005

f Sales mcreased $26.4 million, or approximately 11 percent, and operaung results increased $2.3 million
: ] from pnor year. The increase in sales is due 1o improved pricing (approximately six percent) and higher volumes -
(appr0x1malely five percent) Included in the 2006 operating results is a pre-tax gain on the sale of certam assets
l1n Braznl of $0.4 million and mcluded in the 2005 operating results is a pre-tax_gain on the sale of éxcess land

| located at its Brandenburg Kenlucky location of $5.8 million.

!

!

; . .

lI Performance Urelhanes
!

Performance urethanes sales mcredsed $22.1 million, approx1malely ten percent over the prior year,
} prlmanly due to improved pr1cmg (approximately seven percent) and higher "volumes (approxlmately three
l ‘percent). The improved pricing was principally due to successful price increases that mitigated the higher raw
! matenal cosls The increase in volumes was due to stronger demand for the polyol producl lines.

_ Operatmg results decreased $1.3 million. ‘Included in the 2005 operatmg results is the gain on the sale of
excess land located at its Brandenburg, Kentucky location of $5.8 million..In addmon the 2006 operating results’
include a pre-tax gain on the sale of certain assets in Brazil of $0.4 million and 2005 operating results include a
charge for the Brazilian state import’tax claim of $1.4 million. Excludmg the impact of these items, operating
results increased $2.7 million due to improved pricing and higher volumes, partially offset by higher raw material

COslts.

. H_vdrazme L
i Hydrazme sales’ mcreased $43 million due to facnllty fees from the new U.S. government contract and .
favorable pricing from the" hydrazme hydrates product line, partially offset by lower Ultra Pure™ hydrazine -
volumes. Operatmg results improved by $3.6 million’ prmc1pally due to lmproved rnargms from higher sales.

The Company continues to evaluate a decision to start-up the hydrazmc hydrates plant which is currently
idle in addition to other alternatives. The carrying value of such plant is approximately $3 million. If the .
Company decides not 1o start up the hydrates plant or. is not successful in recovering the value through other
means, the Company may incur a non-cash impairment charge and related shutdown costs. Any cash-related

shutdown costs are expected to be less than $! million. )
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" Year Ended December 31, 2005 Compared to 2004 : .

il

Sales increased $71 7 million, or approximately 42 percent, and operating results mcreased $26.5 mllhon

from prior year. The increase in sales is due to improved pricing (approximately 25 percent)-and higher volumes
(approximately 17 percent) Included in the 2005 operating results is the gain on the sale of excess land localed at
its Brandenburg, Kentucky location of $5.8 million. - P

+ . lI
Performanee Urethanes ) _ l v
Performance urethanes. sales increased $77.0 million, approximately 53 percent over the pnor year

primarily due to hlgher volumes (approximately 27 percent) and improved pricing (approximately 26 p%:rcent)

The increase in volumes was due to stronger demand across all product lines, particularly in glycols . and Spec1ally
. polyols, and higher contract manufacturing business. The improved pricing was’ principally due to, successful
price increases that nutlgated the higher raw material costs. Operating results improved $24.8 million as higher
sales volumes and lmproved margins from price increases, were slightly offset by increased raw material costs as
well as increased compensation and benefits-related costs. Included in the 2005 operating results:is the pre- -tax
gain on the sale of excess land located at its Brandenburg, Kentucky location ‘of $5.8 million. In addmon 2005
and 2004 operating results include a charge for the Braznllan state import tax cla1m of $l -4 million and $l 6

million, respectively. - . . . : - Co ’

| i
Hydrazine o : o l

Hydrazine sales decreased $5.3 million and operating results’ lmproved by $1.7° million. The lower sales
were due 1o lower propellant revenues resulting from the expiration of the prior government contract on Apnl 30,
2004. This was slightly offset by higher pricing for hydrazine hydrates and Ultra PureTM hydrazme Operatmg
results improved as a reS}llt of the lower manufacturing costs and operating expenses due’ to, cost- reducuon efforts
within the business due to the reduction in work force from last § year,

Corporate Expenses (Unalloeated) . _ . C ] ‘
Lo | . . . ) o e
- - Years Ended Decembler 31,
2006 - 2005 - 12004
: . . ) ($ in millions) l
Results of Operations S - o o

Unallocated Corporate Expenses .............. P S %346  $122 §2_8.0
Equny in Earnings (Loss) of Affiliated Companles (Planar Solutions) ............. ) —'— . 107 | (0.5)
Unallocated Corporate Expenses, excluding Equity in Earnings . ................. $34.6  $22.9 $i7.5 -

Year Ended December 31, 2006 Compared to 2005 . . . .o

The increase in unallocated corporate expenses is partially due to thé $10.2 million pre-tax gain on lh(li sale
. of the Company’s’ Planar Solutions joint venture in 2005 and because' Planar Solutions nolonger contnbuted
operating results, due to the sale (November 2005). Excludmg this gain and the operating results of the P]anar
Solutions joint venture, corporate unallocated expenses increased $11.7 million which is primarily due to h:gher
pension expense associated with the Company s UK. pension plans ($6.1 million), higher mce‘ntwe
compensation-related costs ($1.3 million) -for both the Company’s long-term incentive plan; and o a lesser
_ extent, the Company’s annual incentive plan and higher enylronmental remediation costs. .

. . ! . . . : f
Year Ended December 31, 2005 Compared to 2004 o ' S i

b

i
_The decrease in unaliocated corporate expenses is pnnc1pally due to the $10.2 million pre-tax gam on the
sale of the Company’s Planar Solutions joint venture in 2005 and the lmproved operatmg results of Planar
Solutions. Excluding the gain and operating results of Planar Solutions, corporate unallocated expenses decreased

L]
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$4.6 million which is primarily due to lower incentive compénsation-retated costs ($4.8 million), for both the
Company s long-term incentive plan, and to a lesser extent, the Company’s annual incentive plan. In addition,

the lower envrronmental remediation costs ($1.9 million) were offset by an increase in pensmn expense in 2005.
i

Ll . . 4 .o *

Envrronmental S

| S =
'\ The Company operates manufacturmg facilities throughout the world and as a resulf is subject to a broad
array of environmental laws: and regulations in various countries. The Company also implements a variety of
voluntary programs to- reduce air emissions, eliminate or reduce the generation. of hazardous wastes and to
decrease the amount of wastewater discharges. The establishment and implementation of U.S. federal, state and
'local standards to regulate air and water quality and to govern contamination of land and groundwater has
affected and’ will continue to affect, substantially all of the Company’s U.S. manufacturing locations. Federal
leglslatlon providing for regulation of the manufacture, transportation, use and disposal of hazardous and toxic
substances has .imposed .additional regulatory requirements on industry in general, and partlcularly on the
cl}emtcals industry. In addition, the implementation of environmental laws, such as the Resource Conservatlon
and Recovery Act, the Clean Air Act and the Comprehensive Environmental Response, Compensauon and .
Liability Act of 1980, as amended by the Superfund Amendments and Reauthorization Act of 1986 has reqmred .
and will continue to require, new capital expenditures and will increase operating costs.

| . .

! The Dlstnbutron Agreement specifies that the Company is only responsible ‘for certain envrronmental
liabilities at the Company’s then current facilities and certain off-site locations. The Company has also become
Subject to environmental exposures and potentral liabilities in the U.S. and abroad with respect to the businesses
it purchased In connection with the acqutsmon of Hickson, the Company acquired certain environmental
exposures and potentlal liabilities of current and past operating sites, all of which have been accrued for in the
accompanymg consolidated financial statements. ] Lo

i

| In connection with the disposition of the majority of the microglectronic materials business on
November 30, 2004, the Company provided indemnification for potential environmental liabilities. For identified
envnronmental liabilities as of the transaction date, there is no limit to the liability retained by the Company. The
Company estimates such potential liability to be less then $1.0 million, although none have been identified. For
other. pre-closing environmental liabilities the purchaser will be liable for the first-$3.0 million of any such -
llabtlmes and the parties will share equally the next $6.0 million of any such liabilities with the Company 5 total
exposure thus limited to $3.0 million over a five-year period from the closmg date : R .

FSN

'In connection with the disposition of the sulfuric acid business on July 2,-2003, the Company provrded
envrronmental covenants to the purchaser in which the Company is solély Ilable for the costs of any
envnronmental claim for remediation of any hazardous substances that were generated, managed treated, stored
or dlsposed -of prior to the closmg date of the sale. The Company will be released -under the sales agreement
from its obligation, whxch cannot exceed $22.5 mlllton 20 years _from the closmg date. Addmonally, as part of
its envnronmental indemnifications, the Company will be responsible for ‘damages dlrectly related to the process
sewer system at the Beaumont, Texas plam during the first five years from the clo';mg date.”

i -
1As part of the chkson organics disposition in August 2003, the Company continues to be responsrble for °
known environmental matters at the Castleford, England site. Such matters have prevnously been accrued for in
its ehvironmental reserve included in the consolidated financial statements. Additionally, regarding any unknown
env1ronmental matters that are idéntified subsequent to the sale, the Company has agreed to share responsrbtltly ‘
with the purchaser over a seven-year period, with the Company's share decreasing to zero over the seven-year
period. The Company 5 max1mum aggregate liability for such unknown environmental matters is £5.0 million:«
However, in September 2005, the purchaser went into llqurdatton and’is hlghly unllkely to be able to honor its.
environmental indemnification commitments’to the Company. The receiver is in the process of selling off -
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purchaser s assels and has recently sold the purchaser’s ownership interest in the former land and equ1pment of
the Hickson plant site in Castleford, England The Company does not believe there has been any change in its

envnronmental exposure at the site. + « : : . T

<, |
The Company does not antrcnpate any matenal exposure related to the environmental mdemmﬁcanons for
the mtcroelectronlc miaterials, the sulfuric acid and the Hickson organics d1sposmons The Company has-

!
esnmated that the falr value of any such addmonal exposure would be lmmatenal

Assocrated costs of mvestrgatory and remedial activities are prov1ded for in accordance wnh generally
accepted accounting prmc1ples governing probability and the ability to reasonably estimate future COStS. ’Charges
fo income for mvestlgatory and remedial efforts of $1.2 million; $0.5 million and $2. 4 million were recorded in
2006 2005 and 2004, but may be matenal in future years. ‘ :

Cash outlays for normal plam operatlons for the dlsposal of waste and the Operatton and mamtenance of
pollutlon control equipment and facilities to ensure compltance w1th mandated and voluntarily 1mposed'
environmental ,quality; standards were charged to income. Cash outlays for rémedial activities are charged to
reserves Hlstoncally, lthe Company has funded its env1r0nmental capltal expend1tures through cash fldws from
operanons and expects to do so in the future ' . . ; |l :

Cash outlays for env1ronmental related activities for 2006, 20035 and 2004 were as’ follows : |

K l L S . ) . B |Ycars Ended Dec]ember i,
v e f . 2006 2005 | 2004
SR ‘ , K : - ) o S ($ in millions)

Envnronmental Cash Outlays A

wt

P

Capital Projects ..~ .1 .......0..... AR e e ... "T $0.5 $ 13
Plant Operations .. . .. .. ioiu oL O P e t5.6 69 .. 64
Remedial Actlvmes .' ............. e T R e 19 3.0, 27
Total Env1ronmental Cash Outlays .......................... P $8.0 3104 ; $104

Thc Company’ stonsolldated Balance Sheetsincluded liabilities-for future env1r0nmental expendltures to
mvestrgate and remediate known sites amoummg to $6.1 million at December 31, 2006, of which $1.0|million is

+ classified- as current ‘liabilities and $6.3 million at December 31, 2005, of which $3.5 million is classnﬁed as
** current: liabilities. The Company’s estimated' environmental liability relates to seven sites, six of Wthh are in the

United' States and none of which i is_on the U.S. National Priority List. 'I'hese amounts. did not take mto account
any dlscountmg of future expendltures any consideration of-insurance recovenes or any advances in technology
These habllllles are reassessed pehodlcally to detern'une if environmental circumstances have changed or if the
costs of remedtanon efforts can- be better est1mated Asa result of these reassessments, future chargeslto income
may be made for addxtlonal llabllmes : : |

Annual emnronmental related cash outlays for site investigation and remediation,  capital pro]ects and
normal planit opemtlons are expected to range from $6 million to $10.million over the next several years While
the Company does not annclpate a matenal mcrease in the projected annual level of its. envnronmental related
costs, there is always - the possrbthty that such mcreases may occur in the futnre 1n v1ew of the uncertamues _
assocrated w1th env1r0nmental exposures % ‘ I

' ) ° . '

Envrronmentalrexposures are. dlfﬁcult 1o assess for NUMErous reasons, mcludtng the 1dent|ﬁcatron of new .
sites, developments at sites resulting. from investigatory studies and remedial activities, advances in technotogy,
changes i in: envrronmental Taws and regulanons and.-their application, the scarcity of: reliable data pertammg to
ldentlﬁed 51tes the dlfﬁculty in_ assessing the involvement and financial capablllty of other[ potentially
responsnble partiés , and the Company s ability to obtain contributions from .other partles and the lengthy time

]
< »periods over which'site remediation occurs. I is-possible that some of these matters (the outcomes of which are

~'subject to various nncertamttes) may be resolved-unfavorably against the Company. At December 31 2006, the
" Company had esnm.xted addmonal contingent env1ronmental liabilities of approximately $8.0 mllhon.' i
: i |
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Legal Matters Y
There are a vanety of non- env1ronmental legal proceedmgs pending or threatened agamst the Company

- The Company was a co-defendant in consolidated lmganon ansmg from a ﬁre in August 2000 ‘which
destroyed a warehouse in which the Company’s water treatment products were stored.. The pomon "of the
litigation mvolvmg claims by individuals’ was settled and the settlement amount was paid by the Company in
2004. In 2006, the remaining claims were settled for amounts prevnously reserved for in the consoltdated

'

fmancml statements and the case was dismissed.

. In Apnl 2004, the Company was served with a complaint by two parents their minor child and the parents
acting as personal representatives of the estates of their two other children. In the complaint, which was filed in
Oregon state court againsl the Company, two of its subsidiaries, and others, plaintiffs allege that a fire caused by
a spontaneous exothermic. chemical reaction of the Company's pool chlorination products with other common
household products erupted in the parents’ vehicle while occupied by the famlly In 2006, the Company settled
the case within its msurance limits and paid $3.0 mllllon Wthh had been prewously accrued. . - )

There are no CCA-related putative class action lawsuits pendmg agamst the Company or 1ts subsndtanes but

there are fewer than ten other CCA-related personal injury lawsults in which the Company and/or one or.more of .
the Company’s subsidiaries is named. Individuals in these lawsuits aIlege injury occurred as a result of exposure
to CCA-treated wood. The Company and its subsidiaries deny the material. allegauons of all the various
CCA-related claims and have vigorously defended and will continue to vigorously defend them Asa result Iegal
defense and related cosis associated with these cases were sngmﬁcant in.2004, and may be sngmﬁcant in the
future, Based on information currently available to the Company, the Company does not believe the resolution of
these cases is likely to have a material adverse effect on its cqnsohdated financial condition, cash: flow or results

of operations.

_ In Brazil, the Company uses a third-party agent to process and pay certain state import duttes The Company
. was notified of claims for unpaid state import duties, including interest.and potenttal penaltles Some-of the -

claims have been settled. The Company has $1.4 million accrued for the remaining’ open tax years. AS of
December 31, 2006, the Company had estimated contmgent ltabnlmes related to the claims of approximately SO 3

L.

million.

- In May 2004, the U.S. Department. of Commerce (“DOC") and the U.S. International Trade COITIITIISSIOII
(“ITC”) initiated antidumping duty investigations of Chinese and Spanish suppliers of chlorinated isocyanurates
and related chemicals as a result of petitions filed by domestic producers who asserted that these products were
bemg imported and sold in the U.S.A. at prices below normal value. One of the suppliers being investigated is a
major supplier of chilorinated 1socyanurates to ‘the - Company. In May 2005, the DOC -issued. its final
determinations and found margins ranging from approxlmately *76% to 286% for Chinese producers and
approximately. 25% for Spanish producers, with a margin of approximately-76% applicable to the Company’s
primary Chinese supplier. In June 2005, the- ITC found that the, lmports caused injury to the domestic mdusny
following which the DOC issued antidumping orders mcorporatmg the ITC's findings. As a result of.the ordeis,
the Company started to make cash deposits of antidumping duties at the rate of 76% of the' value.of the product

imported. As permitted annually under the law, the producers requested a review of the orders which may result"
in a further adjustment of the final duties to be assessed. In July 2006, the government commenced such a

review. . ..

In April 2005 and following a govei"nmental-inyestigatfon,5Koppets' Arch Wood Protection (NZ) Limited
(“KANZ”), a New Zealand joint venture company in which the Company owns indirectly a 49% interest, was

named- as a defendant in a civil suit filed by the New Zealand Commerce Commission (“NZCC™ regardtng .
industry competitive practices. A number of other compames and individuals, including Koppers: Arch.’

Investments Pty Limited (“KAIP”), an Australian entity in whlch the Company owns -indirectly a 49% interest,

a




|
and a current KANZ and KAIP Board member, and certain unrelated entities, were also named as dcfendams
KANZ manufactures and markets wood preservative products throughout New Zealand and KAIP is a hoIdmg
company for related joint venture companies. The NZCC sought unspecified fines, injunctive relief, and lega]
costs, among other things. In April 2006, the High Court of New Zealand approved the joint venture’s proposed
settlement with NZCC. The settlement called for the payment of NZ $3.7 million ($2.2 million} and discontinued
the proceedings against KANZ, KAIP and the board member. As of December 31, 2006, this penaity has been
pa1d C . . ) ' ‘ - ' . v B )
. t
Similarly, Koppers Arch Wood Protection (Aust) Pty Lid (“KAWP™), an Australian joint venture company
in which the Company owns indirectly a 49% interest and the majority shareholder of KANZ, madel an
application for leniency under the Australian Competition and Consumer Commission’s (“ACCC”) policy ]for
cartel conduct. The ACCC granted immunity to KAWP, subject to fulfillment of certain conditions. I conditions
are not fulfilled, the ACCC may penalize KAWP for any violations of the competmon laws of ‘Australia’ Such
penalties, if assessed’ agamst KAWP, could have a material adverse effect on KAWP’s busmess ﬁnancnal
condition, cash flows and reSults of operations. - s oo | .

In January 2007, a competitor company in New Zealand filed a complaint in the High Coun of New Zeala‘nd
against KANZ, KAIP, and several other- companies and individuals unrelated to the Company The complaint
al]eges among other things, that plaintiff suffered damages as a result of the defendants’ violations of New
Zealand’s anti-competition Jlaws. It-seeks’ NZ$4.9 million (approximately $3.3 million) in damages plus
unspecified punitive damages and injunctive relief. These claims, if successful, could have a material adver'se
effect on KANZ's and KAIP’s business, financial condition, cash flows and results of operauons Addmonal]y
other companies may bnng claims similar to these- agamst KANZ and KAIP in the future. .

As a result of the Company’s’ ownership in such Austrahan and New Zealand entities, an unfavorable
resolution or additional litigation of these matters’ could have a material adverse effect on equxty in earnmgs of
affiliated compames and dwldends recelved - - |

' - ‘ . . - |

Busioess and Credit Concentrations

o |
" A significant portion of salcs of the treatment products segment (approximately 18%) is dependent ‘upon
two customers, one of which accounts for a significant portion of the sales of the-HTH water products business

and the other of which accounts fof a significant portion of the sales of the personal care-and industrial biocides .

businesses. Sales to these two customers are individually less than 10% of the Company’s 2006 consolidated
sales. However, the loss of either of these customers could haveé a material adverse effect on the sales and

operating results of the Company. respective segment and businesses if such customer was not replaced. T

' ll' ) ‘ . ‘ ) . ) T
. Sales of the HTH water products business are seasonal in nature’ as its products are primarily used in the
U.S. residential pool market. Hlstoncaily approximately 40% — 50% of the sales in the HTH water products
business .occur in the second quarter of the fiscal year, as retail sales in the U.S. residential pool market are

concentrated between Memorial Day and the Fourth of July. Therefore, mtenm results for this segment are nol

necessanly md;cauve of the results to be cxpected for the entire fiscal year. ,
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Iliduidity, Investment Activity and Other Financial Data T -

éosh Flow Data- e . o,

. , B L . 077777 Years Ended December 31,

Coo e o0 00 2005-, 0 2004

A ' . ,'-:.., o o ) (Smmlllmns) _
.Provuled By (Used For) . C : . .
Accounts Receivable Securitization Program .. .......... . oooinnnnns P "8 s — T —
Change in Working Capital ..........: e P e (17.9),  (40.8) 108 .-
Change in Noncurrent Liabilities . ... ... e S s (3l4) 1.9
Net Operating Activities from Contmumg Operatlons e S 82 4 . 6 1 76.3
Cash Flows of Discontinued Operat:ons (Operating Actwmes) e (0 8) ‘ 127
Capital Expenditures., .+ "\ . T et L 267y Tugd)  (183)
Businesses Acqu1red netof-Cash............ v e O TTI - 2.9) 191 @215.8)

. Proceeds from Sales of Businesses, net ... . . . .. [ ;_.;‘..': . H" ) .': y nl 2. v, 8 8 . 1585
ProceedsfromSalesofLandandPropeny...'..........:...-..,.._....;..._...' 23, .60 0.9
Net Investing Activities ...... e e e DN (29 2) (24 0) (75~7)
Debt Borrowing (Repayments), net ... e ST - RSt LI 7) o 89. . 78
Net Fmancmg Activities ... ; U PR . e o L9 . '7) - (65)

P - ' ' SR A :
Operatmg Actmtles - S RS e R

For 2006, $82.4 mrlllon was provrded by operatlng actmtles from contmumg operatloné compared to

' $6 1 million for 2005: The i mcrease i8 part:ally atmbutable to lower contnbutlons o the Company’s penswn plan
as a result of the $36.2 mnlllon voluntary contributions, that were "made in 2005 Excludmg the 2005 voluntary :
pensron contributions, cash provrded by operating activities mcreased $40.1 million from 2005 pr1nc1pally due to
less of a use of working capnal and higher, earnmgs from HTH water products.

For 2005, $6.1 million was prov1ded by operatlng activities from contmumg‘operauons compared to
$76.3 million for 2004. The decrease is atiributable t0.$36.2 million for voluntary contributions that were made
: tolthe Company’s U.S. pension’ plan and higher working capital. The use of ‘cash from working capital was
pr1nc1pally due to higher receivable, balances aq a result of increased sales in December 2005 and, to’a lesser

exltent lower accrued liabilities as a result of the legal sett!ement payments L , S

' . .

E Investing Activities:
l (fapital Expenditures:
|

Capltal expend1tures for 2006 increaséd $8.4 million due-to hlgher expendltures pr1nc1pally in the HTH
'water products and the personal care busmesses The. increase in- caprtal expend1tures was due to increasing
'manufactunng capacny at the HTH water products facility in-South Afnca and the personal care facrhty in
-'Rolchester New York. S L

} Capital expendltures for 2005 were comparable to 2004 due to hlgher expendltures in the mdustnal biocides
"and personal care businesses offset by lower spendmg in’ the 'HTH water products and wood protectlon
bulsmesses . . )

l Capital expenditures for 2007 are expected to'be in the $40 to $4S mlllron range. The increase from 2006 is
pnnclpally due‘to construction of a biocides plant in China-to'meet a strategic' customer's growing demand for
b10c1des used in the antidandruff shampoo market. In addition; the Company plans to expand its-U.S. biocides
rnanufactunng capacity. .

l.
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Businesses Acqurred net of cash ‘ . o S - |
i .

On December 28 2005 "the Company completed the acqursmon of the’ remaining 50 percent share of its
Nordesclor joint venture. The total purchase price, net of cash received, was $16.8 million, inclusive of expenses

ﬁnanced with local borrowmgs and’ available cash. For additional information concemmg the aequlsltlon see

-Note 19 of Noles o Consolrdated Financml Statements

On Apnl 2, 2004l the Company completed the acquisition of Avecia’s pool & spa and protectlon &l hyglene ’

}
businesses. The total purchase price, net of cash acquired, was $230.8 million, inclusive of expenses and a final

common stock with a'value of $15 7. mllllon The purchalse price was further SUb_]BC[ to contingent’ payments of

up to $5.0 million in cash based upon eamings attributable to North American sales of certain products Smce the

acquisition, the. COmpany has ;accrued $5.0 million. with a corresponding increase to goodwrll of wh1ch $4.1
million has been pard in 2006 and $0.9 mllhon will be paid in 2007. In addition, the purchase price was subject to
adjustment . if the unlun.ded pension; llabthty in the UK. pension plan was determined to be léss than
$10.0 million, in. WlllCh case the purchase price would be adjusted’ upwards by ,the’ drfferencelbetween
$10.0 million and the unfunded liability, with the consideration to be split equally between contmgenl cash
payments and up to 223 250 additional shares of:the Company’s common stock.” Based upon lthe final
determmanon the share consideration-component of this adjustment was 74,788 shares of common stock, which

‘were issued in January 2005 with a value of $1. 7 million. The contingent cash paymems of $1.0 mlllron were

earned based .upon curnulauve global net ‘sales of certain products through 2005. Since-the acqu1smon the
Company has' accrued $1.0 mllhon wnh a correspondmg increase to goodwﬂ] all of which has been pard in 2006.

For additional mformauon concermng the acquisition see the Company’s Form' 10-K for the year ended

December 3l 2004 as well as the Form 8- K/A ﬁled by the Company on June 16, 2004 e
. !
o In December 2004 the Company acqurred the working capital of a small \&ater products drstrlbutor
Atofina, S A, in Coloimbra for approxlmately 50.7 nulllon in cash : 1

Proceeds from Sales of Businesxes'ner' . et e * : { '

.In November 2006 ‘the- Company completed the sale of certain assets m Brazil, net proceeds were $l 0
mllllon The Company recorded a pre-tax gam of $0.4; million.  * . . ; ]

In November 2006, the Company sold shares of an investment in an 1ndustnal -coatings busmess The
Company received nét proceeds of $0.7 million and recorded a pre-tax gain of $1.2 mrllron '

" paid.and a final workmg capual payment of $0.8 million. The purchase price was further SUb_]CCI toa connngent'
payment of v up o 520 rmlhon in cash based on cumulative earnings over the next two years. The acquisition was

. working capital paymenl of $7.4 million. The payment consisted of cash and the issuance of the Company s

On November 30 2005, the: Company completed the sale of its 50 percent share in Planar So]utlons to"

FUJIFILM Electronics Materials U.S.Ax, Inc: Net proceeds from the sale were $10. 0 million in cash and the

purchaser assumed approxrmately $7 million of guarantees of the joint venture's debt. 'The company recorded a.

pre-tax gain of $10.2 mllllOl‘l on thrs transactlon Net proceeds from the sale were used to pay down debt :

4

On July 19, 2005 the Company recerved £1.7 m1ll|on (approxrmately $2.9 million pre-tax) relatled to two

of December 31, 2004 dué to uncertainty concerning the collectibility. . l‘

Cash proceeds from the sale ofa busmess net-in 2006 and 2005 include certain expenses related to the sale
of the microelectronic materials business to Fuji- Photo Film Co., Lid., which occurred in November 2004 These
expenses mcluded the reimbursement of a workmg caprtal adjustment of $1.1 million as well as other dlsposmon
costs. ) ' . : ‘ l

b

a6 : ‘

.

" outstanding notes from the:sale of the Hickson organlcs Castleford operations, that wére prevrously reserved as
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| On November 30 2004, . the. Company completed - the sale .of - substantlally all of ‘the net assets of its

-mrcroelectronlc matenals busmess to Fuji Photo Film Co., Ltd. Net proceeds from-the sale were $158.5 million,

-after transactlon costs and certam non—mcome taxes pard at closmg A pomon of the proceeds was used to_pay
down debt C : . CT ‘ .

-l Proceeds from Sales of Land and Properr)

- 1

-
+

[N

In December 2006 the Company sold excéss land for $l | mllllon and recorded a pre -tax gain of 50, 8

1
‘mlllton -, . co A
Ed
- " - - '.“ b ) . \.‘J

_ " In addition, cash proceeds in 2006 mcludes the repayment of a portton of an outstanding note from the sale
“of land on September 30 2(}03 of $1 2 million. oo :

! On December 29 2005; the Company sold approxlmately 550 acres of excess, vacant land- located at’its
_-_Brandenburg, Kentucky site” 1O the ‘Meade .County/Brandenburg. Industrial Development Authority, a local
- govemmental agency The net cash proceeds of the transaction were $6.0 million, and the Company recorded a

~ pre-tax gain of $5.8 mllllon : Lo s .
vr. In 2904, the Comp'any sold aﬁbuildingdand excess land for cash proceeds of $0.9'million.

Orher Ner lnverrmg Acnvrrres ) .

....‘...Hv...—.e._.n..

2006 2005-and 2004, the trusts have funded cash and purchased marketable securities-of $3.7. million, $1.0

. million and $2.4 million, respectively, and the Company’s common stock of $0 million, $0 million- and -

$2.4 million, respectlvely, which.are included in-investing and ﬁnancmg activities, respectively: . 7 -~
. ‘| e [ . o .
b . .

. f Financing Activities:

"t

hf

.$l9 3 million. Net repayments of debt were mostly offset by proceeds from stock optlons exercised.
: A \ .
' Cashi’ used by ﬁnancmg activities in 2005 was prmcrpally due to dividends patd to shareholders of
$18.9 million,: partially. offset by cash proceeds from foreign borrowings of $8. 2 million pr1nc1pally used to

finance the acqutsmon of Nordesclor
[ .

iCash used by. financing actlvmes in 2004 was, pr1nc1pally due to dividends paid to shareholders of

$1 8!5 million, partially offset by cash proceeds from foreign short-term borrowings of $7.8 million. -
} VO . ’ ‘
quutdlty _

On June. 15, 2006, the Company entered into an unsecured $350. 0 million senior revolving credlt facility
(“credlt facility”) which expifes in June 2011. The credit facility replaced the Company.s previous credit facility
: thatlwas set to mature on June 20, 2006. The credit facility contains a-quarterly leverage ratio (debVEBITDA)
covenant not to exceed 3.50 and.an mterest coverage ratio (EBITDAItotal interest éxpense) covenant not to be
less than 3.0. Additionally, the credit facility restricts the payment of dividends and repurchase of stock to $65.0
mlllron plus 50% of cumulative net income (loss) subject to certain limitations beginning June 15, 2006. This
limitation was $60.3 million at December 31, 2006. As of December 31,2006, facility fees. payable on the credit

fac1lrty are 0.125%. The facility fees can range.from 0.1% to 0. 225%" depending on the Company's quarlerly '

leverage ratios. The Company may select various floating rate borrowing options, including, but not-limited 1o,
LIBOR:plus a spread that.can range from 0.4% to 0.9% depending on the Company’s quarterly leverage ratios.
At December 31, 2006, the Cornpany had $350.0.million of avallable borrowmgs under the credit. facrhty
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* In February 2004, the Company funded rabbr trusts relatmg to three. compensatron deferral plans lDurmg .

lCash ‘used by ﬁnanctng activities in 2006 was principally due to dividends paid to shareholders of .




'On June 27, 2005, the Company entered into a new accounts receivable securitization program w:th Three
Pillars Funding LLC and SunTrust Capital Markets, Inc. to replace the Company’s previous accounts recelvable .
securitization program which had expired. Under the new program,. which mirrors the expired program, the
Company completed: arrangements to sell, on an ongoing basis, participation interests in cenain} accounts
receivable for a maximum purchase price of up 10 $80.0 million, without recourse, through its wholly-owned
subsidiary, Arch Chemicals Réceivables Corp., a special-purpose corporation. At December 31, 2006,12005 and
2004, the Company had not sold any participation interests in accounts receivable under this prog:i'am The
amount of participation interests sold under this arrangement is subject to change based on the level of eligible
receivables. The accounts- receivable sold are reflected as a sale of accounts receivable in accordance with
SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Lmbilmes
The costs of the program of $1.7 million, $1.2 million and $1.1 million for the years ended Decemberi 31, 2006,
2005 and 2004, respectively, are included in Selling and Administration expenses in the accompanying’
Consolidated Statement of Income. The costs of the accounts receivable securitization program are a f)ercemage
of the fair market value of the participation interests sold. The percentage is variable and was approx1mately
equivalent to one- month LIBOR plus approximately (0.4% (5.5% and 4.1% in 2006 and 2005 rcspectlvcly) See
Note 2 of Notes to Consolidated Financial Statements. The accounts receivable securitization program provides
another source of funding for the Company and lowers overall funding costs. ) }

. . o r |
~The Company entered into interest rate swap agreements in May 2003, pursuant to which it swapped its

7.94% fixed interest rate on $80.0 million principal amount of unsecured senior notes for floating rate interest
based upon six-month LIBOR plus 5.4539% (10.8933% at December 31, 2006). The counter pames to these
agreements are major financial institutions. The agreements expire in March 2007. The Company has desxgnaled
the swap agreements as fair value hedges of the risk of changes in the value of fixed rate debt due to "changes in
interest rates for a portion of its fixed rate borrowings under SFAS 133. Accordingly, the swap agreements have
been recorded at their fair market value of $1.2 million and $2.5 million at December 31, 2006 and De:cembcr 31,
2005, respectively, and are included in Accrued Ltiabilities and Other Liabilities respective]y. on the
accompanying Consohdated Balance Sheets, with a corresponding decrease in the carrying amount of the related
debt. No gain or loss has been recorded as the contracts met the criteria of SFAS. 133 to quahfyl for hedge
accountmg treatment with rio ineffectiveness. !

. A : 1 ! l

In March 2002 the Company lssued $211.0 million of unsecured senior notes to certain lnsututlonal
investors in two series. The Series A notes of $149.0 million are due in"March 2007 and the Series B notes of
$62.0 million are due in March 2009 and bear fixed interest rates of 7.94% and 8.24%, respecuvely The notes
contain a quarterly leverage ratio (debt/EBITDA) covenants and a debt to total capitalization ratio requ1rement
The quarterly leverage ratio is 3.50 and the debt to total capitalization ratio is 55%. In addition, the notes contain
a fixed charge coverage ratio covenant of 2.25 and a covenant that restricts the payment of dividends and
repurchases of stock to $65.0 million less cumulative dividends and repurchases of stock plus 50% of :cumu]anve
net income (loss) subject to certain adjustments beginning January' 1, 2002. This limitation was $34.¢r} million at
December 31, 2006. Proceeds from the issuance of these notes were used to pay down debt, including the
Company’s $225 million revelving credit facility which expired in March 2002 and which was used to finance
the Hickson acquisition and refinance a portion. of the assumed Hickson debt.- See Note 11 df Notes to
Consolidated Financial Statements. The Company expects to pay off the Series A notes of $149.0 mllllon with
the excess cash on hand and unhzmg the credlt facility. -

At December 31, 2006, the Company had $41.7 million of outstanding letters of credit. I

The Companyibelieves that the crédit facility, accounts receivable securitization program and cash provided
by operations -are . adequate . to satisfy its liquidity needs. for the near future, including ﬁnancmg capital
expenditures.. However, if Company eamings or cash generation were to fall significantly below current
expectations, a risk exists that the Company would not meet its quarterly leverage, interest coverage fixed
charge coverage or. debt to total capitalization ratio covenants, which could trigger a defauit condmon under its
debt agreements. 1 ° : . _ . . I
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" There-are no minimum fundmg requirements anticipated for the Company’s U.S. pension plans in-2007. The
Company made a voluntary contribution of $5.0 million in 2006. The Company -has minimum funding
requrrements for its U.K. pension plans whlch are currently approxrmately $20 million for 2007.

Contractual ‘Obligations ’ _ ’ C PE

j The followmg table details the Company s contractual obligations as of December 31, 2006

’ Payments Due by Period

- * - ‘ . Lessthenl 1to3 3toe§5 Morethen

q o _ . . . Total’ Year - , Years Years 5 Years

: , . ) . ) ' {$ in millions) .
Debt and capital lease obligations (1) .. ... P -.$218.6 . $1562 $624 $—  §—
Operating lease commitments . ...... PR e S 377. . 106 150 76 45
Other contractual purchase obhgauons ........... e e 56.0 . 352 12.1 87 -
Other long-term libilities ~........0. s = 12 66 3.7

! Total .7............ PRUTITR $323.8 $202.o $90.7' $22.9 $8.2 -

(l) The debt and’ capnal lease obllgauons excludes the unamortized fair value adjustmenr relaled to the interest.
' rate swaps that were terminated in May 2003. The Company received proceeds of $7.1 million, which is
' being amortized over the life of the senior notes (through*March 2007) using the effective-interest yield -
. method. At December 31, 2006, the unamortized fair value ‘adjustment was $0.5 million. In addition, the
" debt and capital lease obligations excludes the farr market value of the swap agreements of $1.2 million.

! Excluded from the debt and capital lease obhganons are the related interest payments, which are estrmated

to be $9.1 million in 2007, $5.1 million in 2008, $1.3 million-in 2009 and $0 thereafter. The Company has

| used the contractual fixed interest rate on the portion of its debt that is not hedged. The interest payments on

_the pomon of debt that have been effectively converted to variable rate indebtedness through use of interest
. rate swaps have been calculated using the variable interest rate in effect as of December 3L, 2005

!
The amounts above exclude the Company $ minimum penswn fundmg requ1rements as set fonh by ERISA

There are no.minimum funding requirements for the Company’s U.S. pension plans in 2007. The Company’s
minimum funding requirements after-2007 are dependent on several factors, including the, discount rate. The
Company currently expects to fund the U.S. pension plans approximately $15 million per year in 2008 through
2010. The Company also has payments due under other postretirement benefit plans These plans are pay as you
g0, +and therefore not required to be funded in advance. The Company has minimum fundrng requirements for its
U K pension plans, which are expected to be approximately $20 million-per year.- ..

‘Other Fmancral Data - . . : . . - v

+

* On October 28, 1999, Arch’s Board of Directors approved astock repurchase’ program whereby the
Cotnpany was authorized to buy back up to 1.2 million shares of its common stock, representing approximately
"5%: of outstanding shares. The program was suspended in 2000. In October 2003, the -Board of Directors
unanimously agreed to continue the previous suspensron of its stock repurchase program. The Company had
'repurchased approximately 893,000 shares of the'1.2 million authorized, or approximately 75%, at a cost of
approxrmatcly $16 million. In connection with the acquisition of the Avecia pool & spa and protecnon & hygiene
businesses, the Company rerssued 744 538 shares with a value of $17.4 mllhon

+ On February 8, 2007, the Company declared a quarterly d1v1dend of SO 20 on.each share of the Company 5
common stock. The dividend is payable on March 29, 2007 to shareholders of record at the close of business on
March 2,2007. . tH I o . g :

Critical Accounting Policies ' - . . :

. The Company's consolidated financial statements are based on.the accounting policies used.. Certain.
accounting policies require that estimates and assumptions be made by management for use in the preparauon of
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the financial statements. Critical accounting policies are those that are central to the .presentation of the

Company’s financial condition and results and that .Tequire subjective or complex estimates by management.
These include the following: ‘

Goodwill and Other Intangible Assets

The Company evaluates goodwill and identified intangible assets on a busmess -by-businéss . basis
(“reporting unit”) for impairment. The Company evaluates each reporting 'unit for impairment based “upon a
two-step approach. Fmt the Company compares the fair value of the reporting unit with its carryxpg value.
Second, if the carrying value of the reporting unit exceeds its fair value, the Company compares the 1mplted fair
value of the reporting unit’s goodwnll to its carrying amount to measure the amount of 1mpa1n'nent loss. In
. measuring the implied fair value of goodwill, the Company would allocate the fair value of the reportmg unit 1o
" each of its assets and liabilities (including any unrecognized intangible assets). Any excess of the fair value of the
reporting unit over the amounts assigned 10 its assets and liabilities is the implied fair value of goodwill.

The Company measures the fair value of a reporting unit as the estimated discounted future cash flows,
including a terminal value, which assumes the business continues in perpetuity. The long-term termmal growth
.assumptions reflect our current long-term view of the marketplace The discount rate is based upon our weighted
average cost of capital of each reporting unit. Each year the Company re- -evaluates the assumptions in the
discounted cash flow model to address changes in the business and marketplace conditions. {

i . ! ; '

Based upon the dnnual impairment analysis; which was completed in the first quarter of 2006, the estimated

fair value of the reporting units exceeded their carrying'value and as a result, the Company did not need to

proceed to the second step of the impairment test. During the fourth quarter of 2006, a triggering event occurred

that indicated a possible impairment of goodwill might exist for the industrial coatings business. Following the

review of an updated financial forecast, the Company conducted an interim SFAS 142 impairment review, which

indicated that there was an impairment on the goodwﬂl Based upon an analysis of fair value, the Company

recorded a non-cash goodwill impairment charge of 1$23.5 million, Wthh reduced the carrying amoum of
goodwﬂl related to the industrial coatmgs business.

+ Considerable management judgment is necessary to estlmate discounted future cash flows in conductmg an
impamnent test for goodwill and other intangible assets, which may be impacted by future actions tallcen by the
Company ‘and- its competitors and .the volatility in the markets in which the Company conducts business. A
change in assumptions in the Company’s cash flows could have a significant impact on the fair value of the
Company’s reporting units, which could then result in a material impairment charge to the Company’s results of
operations. See Note'8 of Notes to Consolidated Financial Statements for additional information. - [

t
Income Taxes .

. i
The Company’s effective tax rate is based on pre-tax income, statutory tax rates and tax planning;strategies
Significant management Judgment is requtred in determining ‘the effective tax rate and in evalvating the
Company s tax posmon ' : .o S

The Company 5 accompanylng Consohdated Balance Sheets mclude certain deferred tax assets resulting
* from net operating loss carryforwards and deductible temporary d:fferences which are expected to reduce future
_ taxable income, These assets are based on management s estimate .of reallzablllty based upon forecasted taxable
income. Realizability of these assets is reassessed at'the end of each reporting pertod based upon the (Fom‘pany’s
forecast of future taxable income and ‘available tax p]anmng strategies, and may result in the recordmg of a
valuation reserve: Failure to achieve forecasted taxable income’ could affect the ultimate realization -of certain
deferred tax assets. For additional information, see Note 14 of Notes.to Consolidated Financial Statements.

. Pension and Pbstrelirement Benefits . : o
’ f
The Company’s accompanying Consolldated Balance Sheets include significant pensron and postreurement
benefit obligations. The determmatron of defined benefit pensron and postrettrement plan obllgatlons and their
. I
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aésociated expenses requires the use’ of actuarial valuations to estimate the benefits the employees earn while
workmg, as well as the present valu¢ of lhose benefits. Inherent in these valuations are financial assumptions
. mcludmg expected returns on plan assets, discount rates at which liabilities could be settled, rates of increase of
health care costs, rates of future compensation increases as well as employee demographlc assumpnons such as
reurement patterns, mortality and turnover. The' Company reviews the assumptions annually with its actuanal
advisors and believes that_ _they are within acceptab!e industry- ranges. The actuarial assumptions used may dlffer
matenally from actual results due'to changmg market and economic conditions, higher or lower turnover rdtés or
longer or shorter life spans of pamcrpants The following is a discussion of the most sngnlficant éstimates and
assumpuons used in connection with lhe Company’s U.S, and the Hickson UK. employee benefit plans. The
pensnon expense for other defined beneﬁt plans for the Company’s other forelgn subsidiaries was not significant,

and accordingly assumpuons and sensmvrty analyses regardmg these plans are not included in_the dlscussmn
below. -

KeyAssumprions e a 2

" The assets habrlmes and assumpnons used to-measure expense for any.- fiscal year are determined as of -
January 1-of the currem plan year. Accumulated and pmJected benefit obllgauons represént the present valuc of
future cash paymenls

l

The expected return on plan assets reflects the average rate of earnings expected on the funds.invested to
provide for the benefits mcluded in the benefit oblrganons The assumption reflects long-term expectations for
future rates ‘of return for the 1nvestment portfolio over the life of the benefit obligations, with consideration given
1o the distribution of investments’ by asset class and historical rates of return for each 1ndrv1dual asset ‘class. The
Company s expected long-term rate of return on assets- assumption for the Hickson U.K» pensnon planq mcludes a
0. 25% reducuon to allow for admrmstrauon expenses

- - - . . B - PRI
1 - PARY]

1 Thie discount rate reflects the yields available on high-quality fixed income instruments. The discount rate .,
for;the U.S, plans is based on the review: of the following: Moody’s Aa Corporate Bond Index, a pension lrablllty

mdex and a yield curve consiructed from a large population of high quality non-callable corporate bonds,
: modeled to match the expected timing of the benefit payments over the life of the benefit obligation. The
discount rate for the Hickson UK. _plans, is based upon a review of corporate bond yields and long-term
govemment bonds to Wthh a credit ‘;pread is added to simulate corporate bond yields.

Sensmwry AnaI)srs

f
!
i The" sensitivity of changes in key assumpuonq for our prmcrpal pension and postretirement plans’ expense
;as follows: . . L

o r

. Drscount rate—A 25-basis poml change in'the dlSCOllI‘ll rate would i mcrease or decrease the expense of
the Company’s U:S. and Hickson U K. pensron beneﬁl plans by’ approximately’ $1 million and
approximately $0:7 million, respectwely In addition, a similar change in the discéunt rate would

i increase or decrease the projected benefit obligation by approximately $12° million for the' Company 8

,  U.S.plans and approxrmalely $18 million for the Hickson UK. plans. . : .

. Expected retum on plan assets—A 25-bagis point, change in the expected return on plan assets would

increase or decrease the expense for the Company s U.S. and Hickson u K. pension benefit plans by

. :approxrmately $0.5 million and $0.7 million, respecuvely This change would have no rmpact on the
'prolecled beneﬁt obligation for either plan. = "I . . B

R Mortallly Iab]e—A change in mortahty tables for the Company s U.S. plans that lncreases age-65 life
. expectancy by three percent (approxrmately one-half.year) would increase or, decrease the pension

Nt

approximately $5 mllllon .A-10 percent change in the mortality rdtes for the Hickson U.K. plans would

increase or decrease the pension expense and projected benefit obllgauon by approximately $1 million
and $12 million, respectively. :

i = =
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. - .expense by approximately- .$0.6 million and increase or decrease the projected benefi t obligation by




For further mformauon about our pension and postretirement plans see 'Note 15 in the Notes to Consolldatcd
Financial Statemems : , ' .
. . ‘f !

Valuation of Lorig-Lived Assets - S v T

. The impairment of tangible and intangible dssets is assessed when changes in circumstances (such as, but
not limited to, a decrease in market value of an asset, current and historical operating losses or'a change in
business- strategy) indicate that their carrying value may not be recoverable. This assessment is based on
estimates of future cash flows, salvage values or net sales proceeds. These estimates take into, account
management’s cxpcctatlons and judgments regarding future business and economic conditions, future market
values and disposal costs Actual results and events could differ srgmﬁcamly from management estimates.

: |-
1

* Environmental Liabilities , o

Liabilities for environmental maltcrs are accrued for when it is probable that a llab:llty “has bcen incurred -
and the amoum of the liability can be reasonably estimated, based upon current law and existing lcchnologles
These estlmates take into account current law, existing technologies and ma.nagemcnt s Judgment about future
changes in regulation. ‘ _ i

Each quarter the Company formally evaluates known and potential sites, and when there are cnangcs in’
circumstances. The Company reviews estimates for future remediation, and maintenance and management COSts
directly related to remediation, - to "determine appropriate environmental reserve’ amounts. For. cach site, a
determination is made of the specific measures that are believed to be required to remediate lhei site, the
estimated total cost to carry out the remediation plan, the portion of the total remediation costs to be borne by the
Company and the anumpaled time frame over which payments toward the remediation plan wili occur The
Company'’s estimate of environmental remediation liabilities may change in the future should addltnonal sites be

. identified, further remediation measures be required or undertaken or current laws and rcgulanons be changed
) For addmonal information, see the Environmental discussion in Item 7 of this Report. :

[
S
3 . . S

¥ +

Legal Contmgenaes . . : ' | :

The Company is subject to proceedings, lawsults and other clalms in-the normal course of busmess Each
quarter, the Company formally evaluates its current proceedings, lawsuits and other claims with co'unsel and
when there are changes in circumstances. These contingencies require management judgment in order {0 assess
the likelihood of any adverse judgments or outcomes and the potential range of probable losses. me_:lmcs for
legal matters are accrued for-when it is probable that a liability has been incurred and the amount of the liability
can be reasonably estimated, based upon current law and existing information. Estimates of contingencies may
change in the future due to new developments or changes in legal approach For additional information, see
Note 20 of Notes to Consohdated Fmancnal Statements. - - ‘

'
1 L
. i I

Incentive Compensdrion

The Company maintains a long-term emp]oyee incentive compensation plan lhat 15 mtendcdtto reward
eligible employees for their contributions to the Company s long-term success. Provisions forl employee
incentive compensation are included in Accrued Liabilities and Other Liabilities on the Company’s Consolidated
Balance Sheets. The Company s financial target for the long-term incentive “plan is return on equnty to be
achieved in three years, which can be accelerated and earned in two years. The ﬁnancral targets ‘are set annually
by the Compensauon Committee of the Board of Directors. If the financial targets are not going to be zltchleved at
the end of year three, one-half of the reward is forfeited and the remaining award is earned over Lhe remaining
three year period. Therefore, changes in the Company’s estimated financial performance; could have a'significant
impact on the .amount of compensation -expense recorded by the Company in any given period.i‘ Since the
Company’s long-term incentive plan is paid out in cash based upon market price of the Company,s common
stock, the amount of incentive compensation expense will vary bascd upon thc markel price of the Company $
stock at the end of each reporting period. l
' i,
|
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!
j ,For additional information about significant accountlng policies, see Note 1 of -Notes to Consolidated
Fmancnal Statements. .

New Accountmg Standards o

h In June 2006, the FASB issued Interpretatlon No. 48, “Accounting for Uncertamty in Income Taxes—an
interpretation of FASB Statement No. 109" (FIN 48)..FIN 48 clarifies the accounting for uncertainty in.tax
positions arid requires that a-Company recognize in its financial statements the impact of a tax position, if that
posmon is more likely than not of being sustained on audit, based on the-technical merits of the position. The
prowsmns of FIN 48 are effective for the Company beginning January 1, 2007. The Company continues to
evaluate this interpretation, but does not believe that this standard will have a material impact on its consolidated
financial statements, ’ o I

| ' " . . . -

In September 2006, the FASB issued Statement of Financial Accounting Standards (“SFAS™) No. 137, “Fair
Value Mcasurements” which establishes a framework for reporting fair value and expands disclosures about fair
value measurements. SFAS No. 157 becomes effective for the Company beginning January 1, 2008. The
Company does not believe that this standard will have a material impact on its consolidated financial statements.

} .
Dérivative Financial Instruments

E The Company enters into forward sales and purchase contracts and currency options to manage currency
nsk resulting from purchase and sale commitments denominated in foreign currencies (principally British pound,
euro Canadian dollar and Japanese yen) and relating to particular anticipated but not yet committed purchases
and sales expected to be denominated in those currencies. Most of the Company s currency derivatives expire
wnthm one year. At December 31, 2006, the Company had forward contracts to sell foreign currencies with U.S.
do]lar equivalent value of $16.5 million and forward contracts to buy foreign currencies with U.S. dollar
equlvalem value of $11.4 million. At December 31, 2005, the Company-had forward contracts to selt foreign
currencies with U.S. dollar equivalent value of $23.4 million and forward contracts to buy foreign currencies
with U.S. dollar equivalent value of $21.1 million, The fair value of these forward contracts is included in Other
Ct:irrem Assets and Accrued Liabilities, -respectively, on the accompanying Consolidated Balance Sheets. At
December 31, 2006 and 2005 the Company had no outstanding option contracts to sell or buy foreign currencies.

b . EEL - . Ces t . .

-+ In accordance with Staterment of Financial Accounting Standards No. 133 (“SFAS 133"}, “Accounting for
Derivative Instruments and Hedging Activities,” as  amended by SFAS No. 137 and SFAS No. 138 as of
January 1, 2001, denvatlve instruments are recognized .as assets or liabilities in the Company’s Consolidated
Balance Sheets and are measured at fair value. The change in the fair value of a derivative deésignated as a fair
value hedge and the change in the fair value of the hedged item attributable to the hedged risk are recognized in
ean"nmgs For derivatives which qualify for designation as cash flow hedges, the effective portion of the changes
in fair value is recognized as part of other comprehenswe income until the underlying transaction that is being
hedged is recognized in earnings. The ineffective pomon of the change in fair value of cash flow hedges is
recogmzed in eammgs currently. Changes in fair value for other derivatives, Wthh do not qualify as a hedge for
accounting purposes, are recognized in current penod earmngs ‘

j; In May 2003 the Company terminated its interest rate swap agreements that were entered into in
Apnl 2002. As a result, the Company received cash proceeds of $7.1 million, which represented the market value
of the contracts on the date of termination. The Company utilized the proceeds to pay down debt and reduced the
amount recorded in Other Assets for such derlvatnve instruments 1o zero. There was no gain or loss on the
transacuon

i

| Simultaneous with the termination of the interest rate swap agreements, the Company entered into new
interest rate swap agreements, under which it swapped its 7.94% fixed interest rate on $80.0 million principal
amount of unsecured senior notes for floating rate interest based upon six-month LIBOR plus 5.4539%. The
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counter parties to these ‘agreements ‘are major financial institutions. The agreements expire in March 2007 The:
Company has des:gnated the swap agreements as fair, value-hedges of the risk of changes in the value of fixed
rate debt due to changes in'interest rates for a portion of its fixed rate borrowings under SFAS 133, 'Acclordmgly,
the swap agreements have been recorded at their fair market value of $I.2 million and $2.5. nlulllon at
December 31, 20061and’ December 31, 2005, respectively, and are “included in Other Llablhtles on the
accompanying Consolidated Balance Sheets; with a corresponding decrease in the carrying amount of lhe related -
debt. No gain or loss has been recorded as the contracts meet the cr1ter1a of SFAS 133 to qualify for hedge
accounting treatment w1lh no: 1neffect1veness o e e R !
. ; - ) : SRS : ;
R PO : R ' ; ' o
Cautionary Statement under Federal Securities Laws, _

Except for historical information contained herem the information set forth in IhlS Form 10-K: contains
forward-looking statements that are based on management’s beliefs, certain assumpnons made by: management
and management’s currem expectations, outlook, estimates and projections about the markets and economy in
which the Company. and its various businesses operate. Words such as “anticipates,” “believes,”. “‘estimates,”

“expects,” “forecasts,” “opines,” “plans,” “predicts,” “projects,” “should,” “targets™ and variations of sdch words
and similar expressrons are intended to identify such forward- lookmg statements. 'l:hese c.'ta.leme:nts are not
guarantees of future performance and involve certam risks, uncertainties and assumptions (“Future Factorq")
which are difficult to predict. Therefore, actial-outcomes and results may differ materlally from what is  expected
or forecasted in such Iforward looking statements. The Company undertakes no obhgauon to update pubhcly any
forward-looking staternents, whether as a result of. future events, new information or otherwise. Future Factors
which could cause actuat results to differ materially from those discussed include but are not limited t(') general
economic and business and market conditions; recession’ or lack: of moderate growth'in U.S. and European
economies; increases in interest rates; economic conditions in Asia;-worsening economic and political conditions
in- Venezuela; changes in foreign currencies against- the U.S. dollar; customer acceptance of new |products;
efficacy of new technology; changes in U.S. laws.and regulations; increased competitive and/or |customer
pressure; the Company’s ability to ‘maintain chemical price increases; higher-than-expected raw material costs
and availability for certain chemical product lines; an increase in anti-dumping duties on certain {products;
increased foreign compelmon in_the calcium hypochlorite markets; unfavorable cort, arbltranon or jury
decisions or unfavorablc tax matters; the supp]yldemand balance for the' Company’s products, 1nc]udmg the
impact of excess mdustry capacity; failure to achieve targeted cost-reduction programs changes in aqqumpnons '
regarding pension expense and funding; capital expenditures in excess of those scheduled; environmental costs in
excess of those projecled the occurrence of unexpected manufactunng interruptionsfoutages at- customer or’

LIS ” 13 LLINYY LI

company plants; reduction in expected government contract orders; a decision’ by the Company not to start. up the - -

hydrates manufacturing facility; unfavorable weather conditions for swimming pool use; inability to expand sales
in the professronal pool dealer market change in the Company s:stock price; and gains or ]osses on derlvanve
m%truments ' ‘ : i 0

o s 1
R
i : . I
The Company 1:s exposed to various market risks, including: changes in foreign ‘currency exchange rates,

| ‘
interest rates and commodity prices. The Company does not enter into derivatives or other financial instruments

for trading or speculative purposes in the normal course of business. , ' b
. ] . . . e :

b

Item 7A. Quantitative and Qualitative Disclosiires about ﬁ-dai‘ket Risk

t - . ' - . B i
Interest Rates i o v l
I : \ -0 , .

The Company is exposed to interest rate n‘sl:: on approximalely 60% “of- its outstanding borrowings,
including, for this purpose, the participation interests sold under its accounts receivable s.ecunnzanonl program,
the costs of whrch are tied to floating interest rates. Based upon the Company’s expected 2007 borrowmg levels,

an increase in interest rates of 100 basis points would decrease the Company's resulls of operatlons and cash

flows by approxlmately $0 8 million. ] ; !

[
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Foretgn Currency RlSk i

Approximately 40 percent of the. Company’s sales and expenses are denominated in currencies other than
the U.S: dollar: As a, result, the Company is subject to risks, associated with its foreign operations, including
currency devaltations and fluctuations’ in” currency. exchange rates. These exposures from foreign exchange
fluctuations can affect the Company s equily -investments and its respecttve share of earnings (losses), the
[ Company’s ‘net tnvestment in foreign subsidiaries, translation of the Company’s foreign operations for U.S.
{ GAAP reporting. purposes and purchase and sales commitménts denominated in foreign currencies. The
Company enters into forward sales. .and.purchase contracts and currency options to manage currency risk from
l actual and ant1c1pated purchase and sales commitments denominated or expected to be denominated in a foreign
]currency (principatly British pound, euro Canadtan dollar and Japanese yen)."It is the Company s policy to

hedge up to 80% of these transacttons durmg a calendar year The counterparttes to the options and contracts are
major ﬁnanctal IllSlllullOl’lS

=

At December 31 2006, the Company had forward contracts to sell foreign currencies with U.S. dollar
‘equwalenl value of $16.5 mtllton and forward: contracts to buy foreign currencies with U.S. dollar equivalent
lvalue of $11.4'million. The fair value of these’ forward coniracts i§ included in Other Current Assets and Accrued
t Liabilities, respectwely, on the accompanytng Consoltdated Balance Sheet
bt L .

l Holdmg other vartables constant f, there were a lO percent change i in fore1gn currency exchange rates, the
lnet effect on the Company 5. annual cash flows would be an increase (decrease) of between $1 miliion to
152" million related to' the unhedged portton ‘as ‘any ‘increase (decrease) in cash flows resulting from the
[Company $ hedge forward- contracts would be offset by an equal (decrease) increase in cash flows on the
junderlying transaction being hedged The: appltcatton of . SFAS I33 may cause increased volatility in the
,iCompany’s results of operattons for interim penods tn the futtre if the ‘Company changes'its policies, or if some
'!of the denvanve mstruments do not meet the requtrements for hedge accountmg

P . -

‘Commodtty Prtce Rlsk

l

.

f_ -
|

.The Company is exposed to commodtty price risk related 10 the _price volattllty of natural gas utilized at
lcertam manufacturmg sites. Dependmg on market condltlons the Company may purchase derivative commodity
'mstruments to minimize the. risk of price ﬂuctuanons It is the Company s policy to hedge up ‘to 80 percent of its
'natural gas purchases dunng a ¢alendar year. At December 31, 2006 the Company had purchase commttments
but had no forward contracts to- purchase natural gas. At December-31, 2006 and 2005, the Company had no
forward contracts 10 purchase natural gas. -In addition; the Company is exposed to price risk related to the price
volattltly of certain other rdw matertals mcludmg the ongoing purchase of propylene copper metal, chromic acid,
monoethanolamme (“MEA“) and’ resms Holding other viriables constant, a 10 percent adverse change in the

‘pnce of propylene and copper metal would ‘decrease the Company s results of operations and cash flows by
Iapproxtmately -$3 mitlion each: Holdmg other variables constant, a 10 percent adverse change in the price of
chromic acid, MEA, résins and natural gas, would decrease the Company’s results of operations and cash flows
between $1 million to $2 million each.

|

|

!

i
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Stamford, Connecticut S .. : .

3
Item 8.  Financial Statements and Supplementary Data

1

, ' RN . R 7 ’ -
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

1 .

. ; .
The Board of Directors and Sharcholders ‘ B . _
Arch Chemicals, Inc.: | . . o ' L

We have audited the accompanying consoltdated balance sheets of Arch Chemicals,. Inc. and subsrclhanes
(the “Company”) as of‘December 31, 2006 and 2005; and the related consohdated statements of mcome
shareholders’ equity and comprehensive income, and cash flows for ‘each of the years in the three- year penod
ended December 31, 2006 These consolidated financial statements are the responsibility. of the Company ]
management. Our respon51b1hty is to express an Opll‘llOl'l on these consolidated financial statements based on our
audits. ‘ oy . . S . f

We conducted our audlts in accordance w1th the standards of the Pubhc Company Accountmg .Oversight
Board (United States). Those standards require that we plan and  perform the aidit to obtam reasonable assr'trance
about whether the financial statements are free of matenal misstatement. An audit includes examining, on a fest
basis, evidence supporting the amounts and disclosures in the financial statements An -audit also mcludes
assessing the accounting principles used and significant estimates made by management,’as well as evaluatmg
the overall financial statement presentatlon We believe that our audlts provide a reasonable basns for our
oplmon t . ‘ , _ ‘ . ' ‘ ‘. ,

In our opinion, the consolidated financial statements referred to above present fairly, i m all material res ,pects
the financial position-of Arch Chemicals, Inc. and subsidiaries as of December 31, 2006 and 2005, and the results
of their operations and thetr cash flows for each of the years in the three- -year penod ended December 31, 14 2006,
in conforrmty with U.S. generally accepted accounting principles.

J-.

i .

As discussed in Note 1 to the consolldated financial statements, in 2006 the Company adopted Statement of
Financial Accounting  Standards , No. 158, Employers’ rAcccnmtm‘g,w for Defined, Benefir -Pengion ana”Other
Postretirement Plans. Also as dlscussed in Note 1 to the consolidated financial statements, in 2005 the Cornpany
adopted Financial Accountmg Standards Board Interpretanon No. 47, Accaummg for Condmona[ Asset
Retirement Obhgarrons an interpretation of FASB Statement No. 143.

We also have audrted in accordance w1th the standards of the Public Company Accountmg 0versrght Board
(United States), the effectlveness of Arch Chemicals, Inc. and subs:dtarles mtemal control over, ﬁnancral
reporting as of December 31, 2006, based on criteria established in lntemal Contro]-—Integrated Framework
issued by the Committee of Sponsonng Organizations of the Treadway Commission (COSO), and our: report
dated February 27, 2007 expressed an unqualified opinion on management s assessment, of, and the eflfecttve

operation of, internal control over financial reporttng P

Kl

r

- - v i 4
P . ! . |
+

/s/ KPMG LLP ! :

Eebruary 27, 2007 ) _ ) '

(]
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| x ARCH CHEMICALS, INC. and SUBSIDIARIES
| CONSOLIDATED, BALANCE SHEETS
' " December 31,.
! 2006 2005 -
, - ] . {in millions, except
: . : per share amounts) .
i : ASSETS ) -
Currem Assets:
" Cash and Cash Equivalents . . .... S PR $ 824 $ 431
" Accounts Receivables, Nt . ..\ ... .t e 1439 . 133.1
' Short-Term INVESIMENt .. .1. .. .vt e oo oo e ¢ 725 68.4
t Inventories, net ......... e A P 182.4 172.0
C OHher CUITENE ASSEES & o o o oo ittt et e e e 206 34.7
I AssetsHeld ForSale ... ....oooiiiiiii e 03 8.3
| . Total Current Assets ...... FUUTOTTUPPR T et SILE 4596
Investments and Advances—-—Affihated Companies at Equny ....... R SECPEEN 68 - 57
Pr::)perty, Plant and Equlpment net........... P S So1932 191 4
Goodwill .................... e T . SRS -12029° 0 2115
Olher ]ntanglbles ............................ e S e ST 1536 1407
Ol{ler Assets, ........ e e R + 82.0. .. 599
i Total ASSetS ... ...oorrnnnennnnne. U + 51,1496 $10688
‘ ' LIABILITIES AND SHAREHOLDERS’ EQUITY A ,
Current Liabilities: . _ _ - ; ’
Shorl-Term Borrowings .. ... e . f e P e .8 65 8. 85
! Current Portion of Long-Term DEBE . et L Lo 14900 0 35
Accounts.Payable ........ .. ... i . 1836, ‘1746
. Accrued Liabilities ......:..... i e 913 889
g Liabilities Associated with Assets Held For Sale ........... e - 027 7 941
L _Totat Current Liabilities .",...... e P I R .-.430.6 . 2846
Long-Ten'n Debt ....... [ PR S e J 624 . 2178
Oth?r Liabilities . .. .......coiiiine i, e e 2904 7 2014
. Total Liabilities ...............c.coiiiinin, e ... 1834 7038
Commllmems and Contingencies ' . ' A
Shareholders’ Equity: ' C . ' R :
«Common-Stock, par value $1 per share, Aulhonzed 100.0 shares: = - Cee e B
i 24.1 shares issued and oulstandmg (23.6in2005) ............. e . 24.1 236
'Addmonal Paid-in Capital ....:.......... I P lecseedoel 434870 74222
RetamedEarmngs ................. P S PR i idee T 313, - 364
‘Accumulated Other Comprehensive Loss .. ............... ... e R (124.0) (117.2)
Total Shareholders’ BQUILY . . .. v v v e e ... 3662 . 3650
Total Liabilities and Shareholders’ Equity ....................0at. Lo .. $1,149.6' $1,068.8 )
i
i . See acconﬁpanying notes to the consolidated financial statements.
57
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' 'ARCH CHEMICALS,INC: and SUBSIDIARIES v J
!" ".CONSOLIDATED STATEMENTS OF INCOME ¥
S ‘ o - . i s o i . Yeurs Ended Deeembel 31,
TE L SRR L . Revised(l)
R . - : 2006 - . 2005 | | 2004
' ‘ ; (in millions, except -
- ' : per share amounts) .
Sales ..o e $1,4347  $1,305.1 '$1,120.9
Cost of Goods Sold . 1. . .................. i, 10559 9539 ,' 808.0
; Sellmg and Admmlslrauon .......................................... 285 6 .- 266.8. ' 2526
- Research and Development e FE P ' 18.2- 212 |- 154
-Other(Gams)andLosses............-.'.....__...‘...............-._.'._.'. T(2.4) 3.9) | 1.4
Restructuring Expense ... .. .. A - — 17
Impairment Charge ................. A 23.5. 09 ’ .29
Interest Expense ... ....... [P P . 219 - 20877 1938
Interest Income .. .. '.‘ .............................................. 14 "1 1.2
Income- From Conlmumg Operdtlons Before Taxes Equlty in Earnings of ' : -
Afﬁllated Compames and Cumulative’ Effect of Accountmg Change . 334 46’5 .20.3
Equity in Earnings of*Affiliated Companies. ... . . .. ST e 0.8 13.1 -4 4.0
' IncomeTaxExpense......,.................-..;.;E..' ..... e e - 193 19.8, - 10
. ~ Income From Commumg Operanons Before Cumu]auve Effect of - C _
e Accounting Change .......................................... . ]‘4.9 398 17.3
.~ Income (Loss) from Discontinued Operanons (net of tax (benef" t) expense of . ! ] '
$(0:3) million, $0. 2 miltion and'$2.7 million, respectlvely) ............... (.0'7), (1.6)4 " 10.0
Gain (Loss) on Sales of Discontinued Operations (net of tax expense of 30. 1 . , T o
‘million and - $0.8 mllllon respectively) ... ......! A S T — 2. 81 (7.4)
Cumulaiwe Effect of Accoummg Change {net of tax beneﬁt of $0 3 mﬂhon) .. — (0 5) —
- Net lncome f e i e I S $ 142 08 40 SI $ 19.9
B T . Ty : . L '
Net Income (Loss) Per Common Share—Basw ' C v ‘
: Commumg Operauons Before Cumulauve Effect of Accounung ) .
Change -, . . o e $ 062. 8§ 1 69 $ 0.75
‘Income (Loss) From Dlscontmued Operauons ........................ (0.03) (©. 07) 043
Gain (Loss) on Sales of Dlscommued Operatlons ..................... — 012 (0.32)
 Cumulative Effecl of Accoumlng Change ........................... - (U.OZ_I) —
. Basic Net Income Per Common Share ... oo vvnarioiiiii $ 059 $ 172, % 086
Nel Income (Loss) Per Common Share—D:luted o o T , I
Continuing Operatlons Before Cumulauve Effect of Accounting = . - o .
Change ... ... ieeeiii e, § 061 8 167§ 074
" Income’ (Loss) From Discontinued Operations . ... ... lvoui i . -(0.03) (0.07) 042
* “Gain (Loss) on Sales of Discontinued Operations .................... — 012, (0.32)
S Cumulauve Effect of Accountmg Change ......0.. ... oo — (0.02) —
peo s D1]uted Net Income Per Common Share ........................... $ 058 3% I.7:0 $ 084
R Welghted Average Common Stock Quistanding—Basic ................... 12490 236 232
‘ Welghled Average Common Stock Outstanding—Diluted ................. . 243 23[8 23.5

{ l) See Ba51s of Presentatlon meluded in Note 1 of the consolidated ﬁnancmai statemems

, b
i +
.. See accompanymg notes to the consolldated financnal statements.
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ARCH CHEMICALS, INC. and. SUBSIDIARIES
¥ CONSOL[DATED STATEMENTS OF CASH FLOWS

o Years Ended December 31,
Revised(1)
2006 2005° 2004
' e o ($ in millions)
Operating Activities: . ‘ _ S :
NEtINCOME .. ...ttt iie it et e e iadnns e $142 $ 405 § 199
Adjustments to Reconcile Net lncome 1o Net Cash and Cash Equwalems Provided by e
{Used in) Operating Activities, Net of Bisinesses Acquired:
(Income) Loss from Discontinued Operations . ... % ........... e 0.7 . 1.6 L (10.0)
(Gain) Loss on Sales of Discontinued Operations . "...... .. ...ooiiiiiiiniann.s — (2.8) . 1.4
Cumulative Effect of Accounting Changes -. .. .. ... .. ... . it .. . — 05 . ‘-
Equity in Earnings of Affiliates ................ S, 0.8) (13.1) ‘, 4.0)
Other (Gains) and Losses ................. e e e 24) 39, .14
Depreciation and Amortization . . ............... P 44.3 46.7 46.9
Deferred-Taxes ......:........ R, e A 9.7 79 ., (3.6)
Restructuring Expense ....... T - — . L7
Impairment Charge ............ e e .235 09 . 29
Reslmctunng Payments .............. .. o) s 0.3) _(E'.?), LT
Change in Assets and Liabilities, Net of Purchases and Sales of Businesses:
Accounts Receivable Securitization Program B P — —
Receivables .. ........ e e e 9.2) (18 0) (0.3)
INVENIOTIES ... iivvenerneinenennns e e @1n - (@265 % (74
Other Current ASSEIS . . . . ..ottt it i e cib et e S 23 (LD .7
Accounts Payable and Accrued Liabilities .. .......... e e (6.9) - 48 . 1202
. Noncurrent Liabilities . .... 750 .... ... ... e e e - 115 S3Ldy .19
Other Operating Activities .............. U e I (1R )] 19 - 58
* Net Operating Activities from Continuing Operations ...~ ................. P 82.4 617 7637 =
Cash Flow of Discontinued Operations ., ..................... BT o e - (0.8) — 127
Net Operating Activities . ....................... T ... 816 6.1 89.0
Investing Activities: ] . R . e
.Capital Expenditures " . ...... P I DU e 4{26.7). (18.3) (18.3)
Businesses Acquired i in Purchase Transactions, Net of Cash Acquired ... ...... N (2.9) (19.1) (215.8)
Proceeds from Sales of Businesses, net ....... 0P e .12 8.8 . 1585
Proceeds from Salesof Land and Property . .. ... oo e i el 23 60 - .09
* Cash Flow of Dlscomlnued Operations . .. ... S S R PP o= 03 . .09
Other Investing Activities . .................. T, T, e (3) {2.3) 0.1
Net lnvestmg Activities ....... P e (29.2y - (246) - (757)
Fmancmg ‘Activities: C ’ : oo .
Long-Term Debt Borrowings .. ...........oouieeareenn... P PR © 4000 - 1193 278.0
Long -Term Debt Repayments ........................ et (49.6). (111.6) .° (278.09
Short-Term Borrowmgs (Repayments) net ..., e e T 2.1y 1.2 18
Dividends Paid ...... .. . .0 iaiier i nnnnns e e .. (19.3) (18.9) (18.5)
Cash Flow of Discontinued Operations . .............. e R T
" Other Financing Activities . .. ..............0... R B O 1.9 23 - 4.2
Net Financing Acnvmes S e T (19.1) (1D T (6.5
Effect of Exchange Rale Changes on'Cash and Cash Eqmvalents e PR 6.0 {53)' ~ 30
Net Increase {Decrease) in Cash and Cash Equivalents . . .'-.:. e 39.3 (31.5) 98
Cash and Cash Equivalents, Beginningof Year ... ... ... ................. ... ... . 43.1 *.74.6 64.8
Cash and Cash Equivalents, End of Year .........:..0. R T $824 3 4341 $ 746
Supplemental Cash Flow Information for: " ’ ) ]
Income Taxes Paid (Refunded), net . ............. F ... 5107 3% 79 §$ 119
Interest Paid ...............0..0 oo L e $235 & 223 % 217
: . : $ — $ 17 % 157

Issuance of Arch Common Stock-—-Avecm AchISItIO!ﬂ ........................... )
(l) See Basis of Presentation included in Note I of the consolldated ﬁnancml statements.

See accompanying notes 0 the consolidated financial statements.
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Cash Dividends ($0.80 per share)

Net Income
Foreign Currency Translation

Change in Fair Value of Derivatives
Minimum Pension Liability Adjustment,

Tax Benefit on Stock Oﬁtions
Stock Options Exercised
Cash Dividends ($0.80 per share)

Balance at December 31, 2005

Net Income .
Foreign Currency Translation '

Change in Fair. Value of Derivatives
Minimum Pension Liability Adjustment,

Stock Issued

ARCH CHEMICALS, INC, and SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
AND COMPREHENSIVE INCOME

v

Balance at December 31, 2003
Net Income
Foreign Currency Translation

+Adjustments

Minimum Pension Liability Adjustment,
netof taxesof $10.1 ......0........

StocklIssued ........................

Tax Benefit on Stock Options ..., ..... g

Stock Options Exercised

Stock Repurchases

Balance at December 31, 2004

Adjustments

Stock Issued . . . p

Adjustments . ...... ... 000 o,

net of taxes of $9.6

Pension Liability Adjuéimcm, after

-adoption of SFAS 158, net of taxes of
$12.0

Tax Benefit on.Stock Options
Stock Options Exercised

Change in Fair Value of Derivatives . ... ..

Common Stock Additional
Shares Amount

Paid-in

Retained Comprehensive Shareholders’ Coﬁiprehenfxsive

Ac(;umulated

Other

Total

v
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Capital Earnings Loss Equity . Income(Loss)}
(in millions, except per share amounts} o |
225 $225  $3982  $134 $ (96.4)° $337.7 o
— — — 199 «  — 199 199 -
— — — - 195 19.5 195,
_ - . = — L (02) (0.2) 0.2)
— — — — (19.5) (19.5) (19.5)
07 07 150 — — 157 — l
— — 09 — — 09" —
0.3 03 . 64 — —_ 6.7 S
©1  ©On 2.3) — — (2.4) — |
- = — (13.5) — (18.5) —_
234 234 . 4182 - 148 (96.6) 359.8 $19.7
, . . _ |
— — — 405 — 405 40.5 |
. | -
— — — — (20.5) (20.5) (20.5)|
_ _ — = O _ =
F
— = — — 0.1y ©0.1) ©.1),
0.1 0.1 1.8 — — 1.9 —
— — 0.1 — — 0.1 —
0.1 0.1 2.1 — —_ 2.2 —
- = — « 089 — . _(89 - I
236 236 | 4222 36.4 (117.2) 365.0 199 |
— — — 14.2 — 14:2 142
- - - = - 400 40.0 400 '
— — — - 1.0 1.0 10,
— — - — (26.9) (26.9) (26.9) |
- - - - 209 @09 , — |
— — 03 — - 03, —
0.5 0.5 12.3 — — 128, —
e e — (19.3) - (19.3) -
241 $24.1  $4348, $313 $(124.0) $366.2 $283 !
- - = 1 i
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o * . ARCH CHEMICALS, INC, and SUBSIDIARIES
- NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Descnptlon of Busrness and Summary of Sugmf' cant Accountmg Pohcles

ormatlon of Arch Chemicals, Inc.

_ -_-H.-j e

Arch Chemicals, Inc. (“Arch” or the “Company”™) was organized under the laws of the Commonwealth of
Virginia on August 25, 1998 as a wholly-owned subsidiary of Olin Corporation (“Olin”) for the purpose of
effectlng the distribution of certain of Olin’s. cheniical-businesses (“Distribution™) 1o the shareholders of Olin.

The Company is a biocides company providing innovative, chemistry- based,soluuons to control the growth of
harrnful microbes. Our concentration is in water, hair and skin care products, pressure-treated wood, paints and
bmldmg products, and health and hygiene applications. The Company operates in two segments: Treatment
Products and Performance Products. The Treatment Products segment includes three reportable business units;

the HTH water products the personal care and industrial biocides products and the wood protection and-
mdustnal coatings products businesses. The Performance Products segment includes two reportable business
umts the performance urethanes business and the hydrazine busmess

The Company has orgamzed its segments around dlfferences n- products and servxces whrch is: how the
Cdmpany manages its busmesses IEEREE
‘ .
* The Treatment Products businesses manufacture and sell water treatment chemicals, industrial biocides and
personal care specialty ingredients and wood treatment and industrial coatings products. HTH water products
produces chemicals for the sanitization and treatment of residential pool and commercial pool and spa water and
the! purification of potable water. The Company sells both chlorine-based products (calcium hypochlorlte and
chlorinated isocyanurates) and non-chlorine-based products (poly (hexamethylene biguanide) hydrochloride
(“PHMB")) as sanitizers. Consumer brands include HTH®, Baguacil®, Baqua Spa®, Sock It®, Super Sock I1®;
Duration®, POOLIFE®, and Pace®. The personal care and industrial biocides business manufactures biocides
that control dandruff onthe scalp and control: the growth of micro-organisms particularly fungi-and algae. h
markets products such as Zinc Omadine® biocide, the most widely used antidandruff agent in the world, as well
as. actlves and functional products sold primarily to manufacturers' of skin care and hair care products. The
' Company s industrial biocides are used in mildew-resistant paints,.coatings and lubricants. The Company also
develops manufactures and markets biocides primarily for. aniti-bacterial apphcauons itis a leading global
suppller of biocides for the industrial preservation and consumer segments of the biocides market. The biocides
products are marketed under the well-recognized trademarks, such as Omadine®, Omacide®, Tnadme® Proxel®,
Purista®, Vantocil®, Reputex®, Cosmocil® and Densil® biocides. The Company’s wood protectlon business sells
wood treatment chernicals solutions - that enhance the. properties of wood. Its wood preservatives and fire
retardants are sold under the brand names Wolmanized®, Thompsonized®, Tanalised®, Vacsol®, Resistol® -and
Dncon® The Company s industrial coatings business manufactures a wide range of coatings for a vanety of
apphcatlons for wood and other materials, which are industrial or consumer applied products for the surface

decoratlon and protectlon “of wood. These products are sold under brand names such as Sayerlack® and Linea
Blu® . _ - T

Performance Products consist of performance urethanes and hydrazme Performance urethanes manufacture
a vanety of specialty polyols, which are used as an ingredient for elastomers, adhesives, coatings, sealants and
rigid foam. The.business also manufactures glycols and glycol ethers for use as an ingredient in cleaners,
personal care products and antifreeze. Hydrazine hydrates are uséd in chemical blowing. agents, water treatment
chemicals, agricultural products and pharmaceutical intermediates. Propellant-grade hydrazine and hydrazine
derivatives are used by NASA, the U.S. Air Force and other customers as fuel in satellites, expendable launch
vehicles and auxiliary and emergency power units. Ultra Pure™ hydrazine propellants are the highest purity
anhydt!ous propellant in the industry and can extend the working life of satellites.
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The Consolidated , Fmanc:lal Statements include the accoums of the Company and its majorlty -owned
subsndlanes Intercompany balances and transactions between entities included in these Consolidated, Financial
Statements have ‘been el:mmated Investrnents in 20-50% owned affiliates are accoumed for omthe‘ €quity

Reclassnﬁcanons of pnor year data have been made where appropnate to conform to the 2006 prese!manon

L3 ,‘ L

In 2006 the Company revised the 2005 Consohdated Statement of Income and Consolldated Statement of .

Cash Flow to reclassify the $10.2 million gain- on ‘'sale of the Planar Solutions joint venture 1o Equity.in Eammgs
of Affiliated Companiés. The gain had been previously included as a component of Otherr (Gatns) and Losses.

§ ) An,". ' ’ . . f_— - “ 1'
Use of Estimates CL . . 5 ! : P
. i to ) . N - ) e ' H ’ |

[

The preparation bf the Consolidated-Financial Statements requires estimates and assumptions that affect * =
amounts reported and disclosed in the Consolidated Financial Statements and related Notes: EStllTlaIeb are used .

when accounting for allowance for uncollecttb]e accounts receivable, inventory obsolescence, valuallon of assets
held for.sale; deprec1at|on and amortization, employee benefit plans, performance—baqed incentive compensatlon
taxes, 1mpa1nnent of”’ assels environmental and legal liabilities and commgene:es among others. Actual results

could differ from those estimates. : ) o
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Cash and Cash Eqmvalents - - Cr ! '
|
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P

Cash equlvalents con51st of highly hquld mvestmems with an ongmal matumy of three months or less.:

0 y '
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_ . . i
Inventories L S o ' 3 \ ~J

[nventones are stated at the lower of cost or net realizable value Inventorles are valued by the do]lar value
last -in, ' first-out (“LIFO™) method of inventory accountlng for the domestic operations of the Pl{TH water
products, personal care and industrial biocides,’ performance urethanes and hydrazine busmesses Costs for all

'

o

other inventories have been determined principally by the first:in, first-out (“FIFO™) method Elemems of costs

in invéntories 1nclutlit, raw matenals direct labor and manufactunng overhead. ' L j

.o . - : : o

Assets Held for.Sale - " © . b - ‘ .f
The Company accounts for assets held for sa]e in accordance with Statement of Fmanc1al IAccoummg
Standard No. 144, *Accounting for the Impairment or Disposal of Long—leed Assets” (“SFAS 144”) SFAS 144
addresses financial accoummg and reporting for the impairment or, disposat of ]ong—llved assets As of
December 31, 2004, as a result of the sale of the majority of the mICl'OCICCLTOI'llC ‘matérials: bus;messes the
Company has included the results of the microelectronic materials businesses sold and the loss on the disposition
as a component of discontinued operations in accordance with the SFAS 144. The Company retained!its chemical
management services (“CMS”) business. In"accordance with the accounting requirements of SFAS 144, the CMS
business was reported. as an asset held for sale and the results’ of operations are included. in discontinued

- operations in the consolidated financial- statements. As such, the assets and liabilities of the, 'dnscommued

operations have been presented separately on +the face of the- consolidated financial statements. As of

December 31, 2006, all operations of the CMS business have either been sold or ceased. g v
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Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Deprecrauon is compuled on a stralght line bas1s over
the followmg estimated useful lives:

lmprovementsto]and....;...................................-.... . 5 to 20 years

Building and building equipment .. . . .. e e 5 to 40 years
“ Machiner’y aind‘e'quipment ....... P e 3to 12 years

Leasehold 1mprovemems are amomzed over the term of the lease or the estimated useful life of the
rmprovement whrchever is shorter. Start- up costs are expensed as mcurred '

4

New Accountmg Pronouncements

In September 2006, the FASB issued statement No. 158, “Employers’ Accountmg for Deﬁned Benefit
Pension and Other Postretirement Plans (an amendment of FASB Statements No. 87, 88, 106, and 132R,”
(“SFAS 158"). On December 31, 2006, the Company adopted the recogmtron and disclosure provisions of
SFAS 158. SFAS 158 requires plan sponsors of defined benefit pension and other postretirement benefit plans
(collectively, * ‘postretiremnent | benefit plans™) to recognize the funded status of their postretirement benefit plans
in the statement of financial position, measure the fair value of plan assets and benefit obligations as of the date
of the fiscal year-end statement of financial position, and provide additional disclosures. The effect of adopting
SFAS 158 on the Company’s financial condition at December 31, 2006 has.been included in the accompanying
consolidated financial statements, See Note 15 for additional mformauon

On January 1, 2006, the Company adopted ‘Statement of Financial Accounting’ Standards (SFAS) 123R,
“Share Based Payment,” utilizing the modified prospective method.. The Company had’ prev10usly accounted for
its 'stock-based compensation plans under the recognition and measurement provisions of APB 25, “Accounting
for Stock Issued to Employees” and related interpretations as permitted by SFAS 123, “Accounting for Stock
Based Compensation.” SFAS 123R requires all share-based payments to employees including grants of
employee stock options, to be recognized in the financial statements based on theif fair values begmmng with the
first annual period after June 15, 2005. Due to the fact that all options have vested as of December 31, 2005,
there was no related impact on the Company’s financial statements. In addition, the Company did not ié’sue any
stock options to employees in 2006 and does not intend to issue any stock options to employees. in the
foréseeable future. Under SFAS 123R, actual ‘tax benefits recognized in excess of tax benefits previously
established upon grant are reported as a financing cash inflow. See Note 16 for additional information:

As of December'31, 2005, the Company adopted Financial Accour_ttihg Standards Board Interpretation
No. 47, “Accounting for Conditiorial Asset Retirement Obligations, an’ interpretation’ of FASB Statement
No. 143" (“FIN No. 47”), which addresses financial. accounting requirements for retirement- obligations
associated with'tangible long-lived assets. On December 31, 2005, the Company recorded an asset and a lability
of $0.2 million and $1.0 million, respectively. A one-time cumulative effect charge, net:of tax benefit, of $0.5
million, has been recorded. These adjustments reflect the cost of retirement obligations related to facilities. The
after-tax charge was recorded as the cumulative effect of an accounting change. The ongoing annual incremental
expense resulting from the adoption of FIN No. 47 is not 'expected to be significant. At January 1, 2004, the pro

. forma amount of the Company’s asset retirement obligations, using the assiimptions as of the date of the adoption

of FIN No. 47 would be $0.9 million. Pro forma effects for the year ended December 31, 2004, assuming
adoption of FIN No 47 as of January 1, 2004, were not material to net income or income per share amounts.

The Company has not recorded asset retirement obligations assocrated with certain owned or leased
buildings and manufacturing facilities because the retirement obligations have an indeterminate settlement date
and cannot be reasonably estimated. These asset retirement obligations are associated with removal and disposal
of asbestos at certain Company sites and the shutdown of other assets (e.g., landfill and ‘waste’ treatment
facilities). The Company’s asset retirement obligation is to remove and dispose of asbestos properly. if (i) the
ashestos were to become exposed or become a health hazard or (ii) the facility containing the asbestos is
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demolished or undergoes ma_]or renovations. Currently, the asbestos is not exposed and is not a health hazard and
the Company has no plans or expectatrons to demolish or undertake major renovations of these facrlme.s In
addition, these facilities are expected to be maintained by normal Tepair and maintenance acttvrtres that would
not involve the removal of the asbestos. The Company cannot estimate the settlement date or range of settlement
dates of when the asbestos would be exposed. As for the other assets, the Company’s asset retirement: oblrgatton
is based upon the future shutdown of the location or reaching capacity in the case of the ]andﬁll Although, the
Company can estimate the current cost associated with these retirement obligations, the Company has no plans of
ceasing operations of these facilities and the potential for reaching capacity at the landfill is estimated to be at
least 50 years and potentially significantly longer. Therefore, the range of estimated settlement dates is so w1de
and so far out in the future as to preclude the Company from reasonably estimating the fair value of the
obhgatton Therefore, the Company concluded the retirement obligations had mdetermmate settlement; dates or
such a wide range of potentral settlement dates that no value could reasonably be estrmated for the asset
retirement obligations. The Company continues to monitor these assets as well as plans relating to these assets
and their site locatlons andI will record an asset rétirement obltgauon as appropnate 1f crrcumstances change

Goodwill ) , y ' ‘ .
Goodwill represents the excess of the purchase price of acqmred busmesses over the fair value of the
respectrve net assets | . C

[ : . . ' . . Tl
Al

The Company accounts for goodwill in accordance ‘with Statement of Financial Accounting Standards
No. 142, “Goodwill and Other Intangible Assets” (“SFAS 142™), which requires that goodwill no longer be
amortized, but instead be tested for impairment at least annually in accordance with the prov1srons of SFAS 142
The' Company tests good‘wrll for 1mpa1rment as of January 1 of each year “and when an event occurs or
circumstances change that'would more likely than not reduce the fair value of a reporting umt be]ow its carrymg
amount. An impairment charge is recognized for the amount if any, by which the carrying ‘amount of goodwrll
exceeds its fair value, Fair values are established using discounted cash flows and when available and' as
appropriate, comparative market multiples are used. ' \

LI
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Other Intangibles . Co- R

i
Other 1ntang1bles congist pnmanly of trademarks deve}oped technology, toxrcology database non-compete
agreements and customer rclatronshrps N _ . ) R " l ‘
‘ i
In accordance with SFAS 142, intangible assets with indefinite useful lives are not amortized. lntangrble

assets with deﬁmte useful lives are amortized over their, respectwe estimated useful ltves to their estrmated
resrdual values in proportion to the economic benefits consumed, pnncrpally over 2 to 29° years ‘and generally on
a straight- -line basis, Intan'gtble assets with an indefinite life are reviewed .at least annually for 1mpa1|[ment in
accordance wrth SFAS 142, Lo _ i .
) , : : . _— . I i
Secuntlzatlons and Transfers of Financial [nstruments . oo L L
- The Company may sell trade accounts or notes recervables with or wrthout recourse in the normal course, of
busmess In accordance w1th Statement.of Financial Accountmg Standards No. 140, “Accountmg for Transfers’
and Servicing of Fmancral Assets and Extinguishments of Liabilities” (“SFAS 140"), the'Company’s sale of
receivables associated with its accounts receivable securitization program is removed from the consohdated
balance sheets at the time of sale. Sales and transfers.that do not meet the criteria for surrender of control would
‘be accounted. for as secured borrowings. The value assigned to the subordinated interest retained in. secuntlzed
trade receivables is-based on the fair value of the interests retained, and is classified as a Short—Term lnvestment

on the accompanying Consohdated Balance Sheets. R . . :
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Long:Lived Assets o - ‘

'1.- The 1mpa1rmem ‘of tangible long- lived assets-other than goodwill and intangible assels wnh deﬁmte lives is
assessed when changes in circumstances indicate that their current carrying ' value may not be recoverable. Under
SFAS 144, a determination of impairment, if any, is made based on the undiscounted value of estimated future
cash flows, salvage value or expected net.sales proceeds, depending on the circumstances. Asset impairment
_]o'sses are-measured as the excess of the carrying value over the estimated fair vaiue of such assets.

l . : _ .

Env:runmental Llabllmes and Expendltures
Aecrua]s for environmental matters are recorded when it is probable that a liability has been incurred and

the amount of the llablllly can be reasonably estimated, based upon current law and existing technologies. These
amounts, which are not discounted and are exclusive of claims-against third parties, afe adjusted periodically as
assessment -and remediation efforts progress or additional technical or. legal information, becomes available.
Er{virb’nmenlal remediation costs ‘are charged to reserves. Environmental costs are capitalized if the costs
increase the value of the property and/or mitigate or prevent contamination from futuré operations.

\ ‘ .

Financial Instruments .
i R
' The carrying values of cash and cash equivalents, accounts receivable, accounts payable and short-term

borrowings approximated fair values due to the short-term maturities of these instruments. The fair value of the
Company s borrowings, if any, under its credit facility approximate book value due to their floating rate interest
rate terms. The fair value of the Company’s senior notes is estimated based on year-end prevailing markel
mterest rates for similar debt instruments. The fair value of the Company’s interest rate swaps is based’ upon
prevallmg market values for similar instruments. The fair values of currency forward and option contracts, if-any,
are estimated based on quoted market prices for contracts with similar terms.

.

Der vative Inslruments

| The Company accounts for .derivative instruments in accordance ‘with SFAS No. 133 (“SFAS 1337),
“Accounting for Derivative Instruments and Hedging Activities,” as amended, which establishes accounting and
reportmg standards for derivative instruments, including certain derivative instruments embedded in other
eontracls and hedging activities. ‘

! . " .

| In accordance with SFAS 133, derivative instruments are recognized as assets or liabilities in the
Company s Consolidated Balanceé Sheets and are -measured at fair value. The change in the fair value of a
derwanvc designated as a fair value hedge and the change in the fair value of the hedged item attributable to the
hedged risk are recognized in eamings. For derivatives which quallfy for designation as cash flow hedges, the
effecuve portion of the changes in fair value is recognized as part of other comprehensive income until .the
underlymg transaction that is being hedged is recognized in earnings. The ineffective portion of the change in fair
value of cash flow hedges is recognized in earnings currently. Changes in fair value for other derivatives which
do not qualify as hedges for accounting purposes are recognized in current period earnings.

b
0

Revenue Recogmtlon

lSubstantlally all of the Company’s revenues are denved from the sale of products. Revenue is recognized
when risk of loss of, ‘and title to, the product is transferred to the customer, which usually occurs at the time
shjpment is made. The majority of the Company’s products are sold FOB (free on board) shipping point or on
an equivalent basis, that is, when product is delivered to the carrier. There are certain limited situations where the
risk of loss and transfer of title passes upon delivery to the customer. In those circumstances, sales are recognized
upon receipt by the customer. Allowances for estimated returns, discounts and retailer promotions ‘and incentives
are recognized when sales are recorded and are based on various market data, historical trends and information
from'_ customers, Actual returns, discounts and retail promotions and incentives have not been materially different
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from estimates. Certam of the Company’s product lines have extended payment terms due to the seasonal nature -

of the business. There are no conditions of acceptance, warranties or price protection that prohibit| revenue
recognition when risk of loss of, and title to, the product is transferred to the customer. ‘

' o

Shlppmg and Handlmg Cost.s . ' t o L

Shipping and hand]mg fees billed to customers dre 1ncluded in Salés and shlppmg and handlmg costs are
1nc|uded in Cost of Goods Sold in the accompanying Consolldated Statements of Income.
t . , - . A H b

-

US Government Contracts : S ;

L

The Company has supply and storage contracts. with the U.s. Defense .Energy Support Center ,which
principally, consist of a ﬁxed—pnce fac:llty management fee for which revenue i3 recogmzed ratab]yl over the
contract period and the sale of product whereby the Company supphes product at a fixed pricé per pound,
adjusted annually for agreed-upon' cost escalations. Revenue is recognized for the U.S. Govemmem s.product -
-purchases when risk of loss of, and title to, the product is transferred to the U.S. Govemmem whlch occurs after
the product is mspected and accepted by the U.S. Government and sent to storage. Consequently, such revenue '
may be recognized prior to the U.S. Government taking physical possession. (See Note 21 'for more
1nformanon) . ] : . ;, T I’

1

T - . Lo '

Foreign Currency Translatlon T : " - ‘ R . |

_Foreign afﬁllates generally use thelr local currency as their funcnonal currency Accordmgly, forelgn '
affiliate balance sheet amounts are translated at the exchange rates in effect at year-end and incomefstatemént
“and cash flow amounts are translated at the average rates of exchange prevailing durmg the yea{r Translation
adjustments are included-in the Other Accumulated Comprehensive Loss component of shareholdefs’ equity.
Where foreign affiliates operale in highly inflationary economies, non-monetary amounls are translat!ed to U.S.
-dollars at historical Jexchange rates while monetary' assets and liabilities are translated to U.S. fdollars at the
current rate with the related adjustments reflected in the'Consolidated Statements of Income o | B

i - , . - j . : } -
_ Share Based Payments ' E ‘ ' b

The Company accoums for stock-based compensation under SFAS No. l23R “Share Based Payments
This Statement revises SFAS No. 123; “Accounting for Stock-Based Compensation,” and supersedes ' APB
Opinion No. 25, “Accountmg for Stock Issued:to Employees;” and its related 1mplementatlonj gundance
SFAS No. 123R requlres compames 1o recognize expense over the requisite service period 1n the income
statement for the grant- -date fair value of awards of share based payments including equity instruments and stock
. apprectatlon rights to employees. SFAS No. 123R also clarifies and cxpands guidance,in several areas, including
measuring fair value defining requ1sne service: penod accounting for l1ab111ty classified awards and Iaccountmg
_ for tax beneﬁts " S . ; . -

o | ; n

‘Income Taxes ' " i | -

The Company provndes for income taxes in accordance with SFAS No.. 109 “Accounting for In¢ome
Taxes” (“SFAS 109”) SFAS 109 requires the recognition of deferred tax habllmes and assets for the expected
future tax consequences: of temporary differences between the financial statement carrymg amounts and the tax
bases of assets and llabxlmes The Company mamtams valuation allowances where it is more likely than not all
or a portion of a deferred tax asset will not be reahzed Changes in valuation allowances from penod to period
are included in-the Company's*tax provision in the period of change. In determining whether 2. valuation
allowance is warranted, the Company takes into account such factors asfuture taxable income and a'vallab]e tax
planning strategies! Failure to achieve forecasted taxable income could affect the u]tlmate reallzauon of certain
deferred tax assets. The Company is also subject to examination of its income tax relurns by the lnternal Revenue
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' 2|005 and 2004 are as follows:

l
Service and other tax. authonues The Company penodlcally assesses. the"llkehhood of ‘adverse” outcomes

! )
resulung from these exammauons to determine the 1mpact on ns deferred laxes and income tax habllmes and the
adequacy of i its prov1sron “for income 1axes. _ L
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Earnmgs Per Common Share o CoITE E e -%;h

i Al earmngs per “$hare computanons and presentatmns aré’in accordance w1th‘SFAS No. 128 “Eamnings Per
Share ” Basic earnings per common share -are -computed~ by~ dwtdmg net* income availablet'to common -
shareholders by the weighted-average ‘number of common shares outstandmg during the period. Drluted earnings

‘ per common share are calculated in a similar manner except that the welghted-average number of common shares

outslandmg during the period includés the potential dllutlon that eould occur if stock opuons or other eontracts to
1ssue common stock were exercised. . S R

0o Coa .
2 RITOA:
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{ The reconciliation between basic and dlluted shares outstandlng for the years ended December 3l 2006

.+ Years Ended December 31,

- .. S soenll 7
(i'n millions) . B o ’ 2006 . 2005 2004
Bas:c ...................................... T 240 236 32
Common equwalent shares from stock options usmg the treasury stock: melhod ....... 03 02 03

_ Diluted e 243 238 235

Stock options of approximately 0.2 million, 1. 0 m:lllon and 1.0 mllhon wnh exercrse pnces greater than the
average market price of the Company’s common ‘stock are not mcluded in the’ compulatlon of diluted earmngs‘ :
per share for the years ended December 31, 2006, 2005 and 2004 respecuvely . -

' In 2004, the Company .established a Rabbi Trust for: several deferred compensauon plans {see Note 15 for.
more information). The Company’s stock held iri the Rabbi Trust is treated in _a manner similar to treasury stock -
and the shares, are excluded from the basic shares oulstandmg calculatlon and added back for. dilutive shares
outstandmg At December 31 2006 the trust had purchased approxlma[ely 0.1 mllhon shares on the open

market o L ) o : ‘ . e ‘
. . - . ~ S . ‘-.' . L . ok . T e "

i ’ ; = o ' T
Comprehenswe Income (Loss) iy T it e ety

-‘} The Company's other comprehensive income (loss) CO]‘ISlSEb of the changes in the cumulatlve forelgn

currency translation gains ‘and. losses, the. change. in lhe fair” value of denvatwe ﬁnancnal mstruments which

-qluahfy for hedge accountmg, ‘net of tax and the: pension llablllty adjuqtment net of. tax “The Company does not

' 'pr0v1de for U.S. income taxes on forelgn currency translation adjustmenls since it does not provide for such taxes

Coel
“ on undistributed eammgq of forelgn subsndlanes except for. afﬁhated compames at equ:ty

g, e .
' .‘ . Kl
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' 'Employee Benefit Plans o ) o . .; e oo

-y 4

Pension and postretirement health care and life i insurance benefits earned durmg the year as- well as mterest

‘on projected benefit obligations-are accrued currently. Prior service costs and credits resu]tmg from changes-in
.plan benefits are amortized over the average remaining service period of employees. expecled to-receive benefits.

Curtailment gains and losses are recognized as incurred. Settlement gains- and’ losses are recognized when
sngmﬁcam pension obhgatlons are settled and the gain or loss is determmable The Company’s. policy is to fund,
at 'a minimum, amounts as are necessary to provide assets sufﬁcnent o meet “the .benefits to be paid to plan

:members in accordance with the relevant regulatory requirements govemmg such- plans. In addition, SFAS 158
- requlres plan ‘sponsors of - defined benefit pension and other- postreuremem benefit. plans (collectively,

postreuremenl benefit 'plans™). to recognize the funded status of their postretirement benefit plans in the
slalement of financial position, measure the fair value of plan assets and benefit. cbllgatlons as of the date of the
ﬁsca] year-end statement of financial position, and provide additional dlselosures LI '

’
-
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Business and Credit Conceéntrations 1 1
A srgmﬁcant portron of sales of thie Treatment Products segment (approximately 18%) is dependent upon
two customers, one of :which accounts for a significant portion of the sales of the HTH water products business
. and the other of which accounts for a significant portion of the sales of the personal care and industrial b10c1des
businesses. Sales to these two customers are individually less than 10% of the Company s 2006 consohdated
sales. However, the loss of elther of these customers could have a matertal adverse effect on the sales and

operating results of the Company,_respectlve segment and businesses if such customer were not replaced

Sales of.the HTH water products business are seasonal in nature as its,products are primarily, used in the
U.s. restdentlal pool market Hlstoncally, approximately 40% - 50% of the sales in the HTH water products
business -occur in the second quarter.of the year, as retail sales'in the U.S. residential pool market are
. concentrated between Memonal Day and the Fourth of July. Therefore, interim results for this segment are not
necessanly indicative of the results 10 be expected for the entire ﬁscal year. ' : TR Rt

‘ . 4
| . : : ‘ ’

‘. ] * ot

2. Accounts Recelvable/Short Term lnvestment ‘ ,

'

Accounts recervable at December.31, 2006 and 2005 mclude the following: : "_ i
) ) : - December 31):
(§ in miltions) ' © 2006 . 2005
Accounts receivable, trade . ... ....... e e © $133.0 '$ll:9_.2
Accounts receivable, other .. . ... ... e U L1737 185

SRR SR © 1503 1377
Less allowance for doubtful accounts . 7. ....................... D . {64) ' (4.6)

Accounts receivable, net ... ...i....... I PP e : $1439  $133.1

! "-..'. : : [

Included in accounts recetvable other at December 31, 2005 was a recewable of $4.0 million! for the
“remaining outstandmg not¢ from the’ sale of ‘excess land in 2003, which was due in September 2006I During
2006, the note was renegotrated and the matunty date was extended to September 30, 2008. As’ a result the’
purchaser made a payment of $1.2 million, plus mterest in September 2006 and a new 'note- was 1ssued for the
remaining balance. The new note requires an 1ntenm payment of $1.2 million, plus interest ll‘l September 2007,
. with the final payment to be pard on’ September 30 2008 k3 SR ! R

Changes in the allow.mce for doubtful accounts for the years ended December 31, 2006 2005, and 2004 are
as follows: . . b Sy, R . o :

+

Year Ended Year Ended Year Ended - -

{($in millions) ; ) _ December 31, 2006 December 31, 2005 December 31, 2004
Beginning balance ............ ... .. .t i, 7 $5(4.6) . $(5.0) $('_:”.'2) .
Provision for doubtful a_ccounts ...... PR e 20 - . . 2D ©(2.0)
Bad debt write-offs, net of TECOVEries .............. . 1.5 3.1 . 1.7
Foreign exchange and other ... ... Ll P e S {0.7) 02 . ‘((I)..2)
Reclassification from short-term investment . ........... 0.6y - . (0.8) (1.2)
Ending balance . . . ... A e T 8(6.4) $(4.6) $(5.0)

On June 27, 2005, the Company entered into a new accounts receivable securitization program.with Three‘
Pillars Funding LL.C (“Three Pillars™), an “affiliate of SunTrust Bank, and SunTrust Capital l't/larketsi Inc. to
replace the Company’ s previous accounts receivable securitization program which had expired. on March 30,
2005. Under- this new! program the Company sells undivided participation interests in certain dOl’nES[lC trade
68 " v
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accounts recelvable without -recourse, through its wholly-owned sub51d1ary, Arch® Chermcals Receivables
Corporation (“ACRC"), a specml purpose. entity. which is consolldated for financial reporting purposes. At
December. 31, 2006 and- 2005, respectively, the Company, through ACRC had not sold any participation
interests in its accounts receivable under this program..During the year, these-sales have been reflected as a
reducnon of receivables in the: consolldated balance sheet The receivables sold under the securitization program
have been accounted for as a sale i in accordance with the pr0v151ons of SFAS. No.-140, Acwummg for Transfers

and Serwcmg of Financial Assers and Extmgmshmemof Liab:lmes T T
. A T S .

. " ACRC retains the balance of partlupatlon interests in the poo] ‘of rccewables purchased from the Company
which have not been purchased by Three Piltars. To reflect this interest, which is subordmated the fair_value of
the retained undmded interest of $72.5 million and $68.4 million at December 31, 2006-and December 31, 2005,

respectively, ‘was -classified: separately from Accotints Receivable,- net as.a’ Short-Term Investment on the
accompanying Consolidated Balance Sheets. Fair value-of the retained. undivided interest included a reserve for
credit losses ($0.9 million and $1.5 million af December-31, 2006 and 2005, respecuvely) and had not been

dlscounted due to the short-term nature of the underlymg ﬁnanclal assels: S -

e
h. e

The costs of the program for the years ended December 31; 2006, 2005 and 2004 of $1.7 million, $l 2

million and $1.1 million, respecuvely, are included i in Sellmg and Administration expenses in the accompanying .

Consolidated Statements of Income. The costs of the’ accounts recelvable securitization’ program are a percentage

" of the falr market value of the participation interests sold: The percemagc is vanab]e and was approximately .-

equwalent to the-one- -month LIBOR plus. approx1malely 0.4% (5.5% and 4.1% in 2006 and 2005, respectively).

The Company has not recorded an asset or Ilablllty related to the servicing respons1b111ty retamed as the fees
. St . +

earned for servicing were esumated to approximate fair value.

.

3. Inventories
Inventones at December 31 2006 and 2005 mclude the followmg

T

' B t . ATt Loy December 31,

‘ -($mmllll0ns) R C ey s 2006 - 2005
"Raw matenals and supplies e e LS T s 35400 § 544
Work-in-progress .................. e D 81 . 19
Finished 20ods . . . ...« .eovinennin.s S S e 1777 159.0
INVENLOFIES, BIOSS ..o\ veesneane e cane e oo toesano.. 2398 2214
LIFO FESEIVES . .o oveetitennnoimeanean st e (57.4) (49.4)
Inventories, net .............coeunenn e _ ) S e $1824 %1720

lnventory valued using the LIFO method compnsed approx1mately 50% of ‘the total inventory at

Dccember 31, 2006 and 2005. Gross inventory values approxlmate replacement cost.

4. 'Other Current Assets ) _
Other current assets at December 31, 2006 and 2005 include tpe foll:owing:_

- o “;.- e . December 31,
. (§in millions) 2006 2005 ..
Deferrcd mcome BAKES o v o e e e e e N $19.8 $23.5
,Other ........ I e e R LA o 9.8 11.2
" Other current assets ....................... R PR S D $29%6  $34.7




5. -Assets Held for SalelDlscontmued Operatlons _ _ o . ] ‘
bl S . . . ,
CMSBusmess . ' T 1 " ' - _ . |

- Assets held for sale ‘consists-of the Company’s- CMS business, whrch was retained after the sale of the
microelectronic materials busmess to Fup Photo Film Co.,, Ltd. (“Fuji”). The: CMS business, which essentrally
services the customers of the busmess sold, ‘no longer has any connections to any of the retained Arch busmesses
and the Company began an acllve program 1o -dispose. of the business. As a result and in accordance w1th the
accounting requirements of SFAS 144, the results of. operat:ons of the CMS business have been reported as an’
asset held for sale-and a dlscontmued operatlon in the consolidated financial statements. [

Wb 4 . o 4 ' f: :

- . During 2006, the Companyswas notlﬁed that its remaining three CMS customers-were gomg to cancel tlhelr
contracts with the Company Prior 16 the termination of the contracts, the Company was " able to selllthe
remaining inventory to the successor of these contracts and transfer ‘most of the business’ employees lncluded in
Loss from.discontinued operauons for.the twelve months ended December 31, 2006 are severance and: related

costs associated with the termmatlon of  these- customer contracts ($0:3 million.pre-tax). As of December 3l

2006 all operations of the CMS busmess have elther been sold or ceased.

. » . ) N

During 2005, the Company lost a key customer related to its ltahan operations and as a result has shut do;wn
its operations in Italy. Prior to ceasmg operauons in Italy, the Company was able to sell the remaining inventory
and the majority of the ﬁxed assets to the successor as well as transfer some of the employees. lncludedllm
Income (Loss) from Dlscontmued Operattons for the twelve months ended December 31, 2005 are severance and

related costs associated wnh the termmatlon -of these serv1ce contracts of the Italian CMS busmess lof
-$1.1 million ($0.6 millicn after tax).

. '.; : : ! Lot l
L ‘- : ! ‘ !
. b. . . .

Microelectronic Matenals Busmess ) . . ! \

[ ] ‘
On November, 30, 2004 "the Company completed the salé of .the ma}orlty of "the operanons of lts
Microelectronic Matenals busmess to Fuji for $160.5 million, which includes 2 final post-closing working caprtal

payment of $1.1 million to Fuji. The working capital adjustment had been accrued for at December 31, 2004. The

proceeds from the divestiture were principally used to pay down debt. The after-tax loss on the sale i is reﬂected in’
- Gain (Loss) on Sales of Drscontmued Operatlons as’ follows

|

© {$in m_rllmns) v : ‘. e ? e : ' , Il
CashProceeds ... i il e $161.6 |
Working Capital Payment «........... ... .o 3. (1.1) *|
Adjusted Cash Proceeds . . . .. R P 1605 |
Net Assets Sold . ....0........ PR e e 1149.4 T
Transaction Costs Incutred ............................................. 7.5 '|
Subtotal . .. e 3.6 !

Foreign Exchange Reéalized ................. .. e e 3.0 Il
Pre-tax Gain .......... e T - 06 i
'TaxExpense....'..!;...._... ....... e e e V22 i
" Net Loss I i : . l

R PP e 5 16

Included in the net assets sold was $26.8 mllhon of goodwﬂl related to the mrcroelectromc materials
businesses. ‘

+
The transaction -costs include $0 9. million relaled to curtailment losses for the pension and postretirement |

plans that occurred as a result of the sale of the majonty of the microelectronic matenals busmesses All 1

employees were vested at the date of the sale.

i

. '
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‘ The transaction included the Company's microelectronics .manufacturing facilities. and research and
development facilities. tocated in North America, Europe and Asia, and its 49 percent. ownership of FUIIFILM
, Arch Co.; Ltd., thé Company § joint venture with Fuji Photo Film Co., Lid. in Japan. These, fac1lmes manufacture
and supply a wide range of products, which mclude photoresists, formulated products polyimides ‘and thin film
systems to sémiconductor manufacturers and to flat panel display manufacturers throughout the world

\ Arch retained 1ts 50 percent interest in Planar Solutions, LLC, the Company’s joint venture wrth ‘Wacker.
". Chemical. Corporatron for the production and sale of CMP slurries, which it subsequently sold in November 2005
(See ‘Note 22 for more mfonnauon) The resuits of its CMP _]0]11[ venture have been mcluded in Corporate
Expenses (Unallocated) through the date of sale.

4
L

kThe fully- dedlcated manufacturmg assets that the Company continues to own of -the microelectronic
materrals business -located’ in- Brandenburg, Kentucky that were not sold in the recent divestiture are being
- utlllzed by the Company solely to supply certain raw matenals to Fuji. Based upon the Company s analysis in
. 2004 and original contract term, it was determined that these assets would have limited use, if any, after.such
transition peried. As a result the Company was required to.review these long-lived -assets for recoverabrlrty'
Based upon an undiscounted cash- flow_analysis, including an estimate of salvage value, lhese assets were
detérrmned to be impaired (not recoverable) as the carrying value of the assets was greater than the expected cash
ﬂows Therefore, during the fourth quarter of 2004, the Company recorded an impairment charge of $2.9 million
to wrlte—down such assets to fajr value. Fair value was determined based upon estimated discounted cash flows
clrrect]y related to the assets, meludmg an estimate of salvage value C ) R

f.

chkson Orgamcs Division

lOn August i1, 2003, the Company completed the sale of the Hickson organics operations in Castleford
England The purchase price included two promissory notes aggregatlng £1.5 million and also subject to a post-
closmg working capital adjustment. The Company placed a valuation reserve against the note of £1.0 million
($l 6 million); this note was conungent on future operating results.

rl .
] On October 26, 2004 the Company received a final determmatlon of the working capltal adjustment from
<. an mdependent third party appointed by the Company and the purchaser The independent third party ruled in
. favor of the Company in an amount of $2.8 million related to the disputed amount of $3.4 mJllron Asa result,
“the’ drfference of $0.6 million was recorded as a component of loss from the Sales of Drscontmued Operations
durmg the thrrd quarter of 2004, along with $0.3 million of legal fees associated’ with. the arbitration. On
November 3. 2004, the Company received approximately $2.1 million of the post-closing working capital
_ ad_]ustment During the fourth quarter of 2004 there was significant uncertainty conceming the viability of the
purchaser and as-a-result, the Comipany provided a reserve for the remammg portion of the working:capital
paymem and the: outstanding note. In addition, the Company recorded a .charge of $40 million related to

' .'probable future commrtments related to the guarantee of future purchases by the purchaser which has become

probable as a result of the srgnrﬁcant uncertainty concerning the viability of the purchaser.- -During 2005, the
Company made a partial payment of this habrllty (approximately $2.2 million) with the final payment made in
earlyf2006 : R ‘

; ln 2005 the purchaser went into receivership and the Company recovered £1.7° mrllron (apprommately
$2.9 mrllton pre-tax) related to the two outstanding notes. The Company received the cash payment on July 19,
2005 for the principal and interest for these two outstanding notes and the gain has been reﬂected in Gain (Loss)

on Sales of Discontinued Operations. - »!
]

i
|
|
o
I
|
|
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Balance Sheet LT ‘ I e ‘
' Assets held for sale at December 31, 2006 and 2005 related to the CMS busmess and the major classes of

assets and llablhues cla551ﬁed as assets held for sale are as follows: '
l

o . e "December 31,

(§ in millions) | ' v 2006|2005
Accoumsrecelvable net ............. . P 1 ,‘$0.3:' l$61
Inventory ..... e e e e Rt
Othercurremassets...—...................1 .................. e b, — 0.2 .
Other assets ....... PP bl — b 0 2
Total assets associated with assets held for SV et o 0.3 8.3
Accounts payable and accrued liabilities . . ... e S 027 v 91
~ Total llabllmes associated with assets held for sale ........... [ ' e 02.].91
Net asses (liabilities) held for sle . . . ... . SRR R Lo 00 1308
t . . I ; ——
- . ) ) .. , ) R
Income (Loss) From Discontinued Operatmns : S I SR -

lncome (Loss) from Dlseontmued Operauons until the date of the appllcable sale for the ;ear ended
December 31, 2006, 2005 and 2004 include the followmg . ’ ;o

' YearEnded  Year Ended  |Year Ended’

December 31, 1+ December 31, December 31,

($in mlllionsl . v : 2006 . 2005 17 2004
, i ‘ [ ; —
Sales—CMS ...l e . $14 8100 '$ 113
Sales'—inicreelectrflmic materials business sold . ........... e — ' | 1366
S - | =X
Total sales of discontinued operations ..................... - $14 $10.0 :5147.9
{Loss) Earnings before interest and taxes—mlcroelectromc matenals L : o

- business (including CMS) . ....... L PP $(1.0) : $(1.4). ' 127
Tax benefit (expense) .- ........... e P 03 0.2), 2.7
Iﬁeome (16ss) from discontinued operations .. ................ 0.7y $(16) ‘ l ’ $ 100

d . oo )
o
Included in the year ‘ended December 31, 2006 and 2005 are severance-and related costs assocmted with the
termination’ of certain.service contracts of the CMS business of $0.3 million ($0.2 million after—tax) and $l |
mlllIOH ($0.6 million after-tax), respecuvely ! l
. ! : . 1 ; !
. 6 Investments and Advances—AfTiliated Compames at Equity ' . L _
" The Company s investments and advances to affiliated compames at December 31 2006 -and 2005
principally - mclude its 49% investment in Koppers Arch (“Koppers™), which manufactures CCA based and other
wood preservatwes and is located in Australia. . ' ‘ : ! o
. . ' . B . o : i
There are no cumulatlve unremitted earnings of joint ventures included in consolidated retamed earnings at
December 31, 2006. During the years ended December 31, 2006, 2005 and 2004, dlStI’lbU[lOIlS of $O 2 million,
$2.1 million and $5 6 million respectively, were received from joint ventures. ' , ‘

' L '
‘

|

i

f | |
.
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" Summarized unaudited financial information for Nordesclor and Koppers joint ventures is as follows: ™.

Nordesclor  Koppers

($ in millions) 2004 004 - -
December 31 o
Fmancml Position: : )
Current assets ........... e e $15.5 $21.8
Current liabilities .. ...... v ... '.,: e e .24 11.8
.. Net- workmg capltal . 1":: ..... A R U 13.1 . 100
S Noncurrent assets” .. ... L A, AU R 59 6.5
Noncufrent liabilities .. . ..o ..oooenrn... [ e 0.1 .72
: BQUIY -+ s b et e e $189  '$93

($ in millions) Nordesclor  Koppers

For the Year Ended December 31, 2004:

Results of Operatlons p . :
Sales ............ .. P e $24.6 $50.8
Income from operalions beforetax ........... Ll e " 55 53 -
“Netincome . .........oumoonnn P e 46 ' 33

'Additional .unaudited financial information has not been _provided for subsequent periods as they were not
requ1red due to the 1nsxgn1ﬁcance of the JOlnhvenlures operating results and asset value to the Company

. g
i

T Propérty; Plant and quipfnent '
: Property, plant and equipment at December-31, 2006 and 2005 include the following:

b 1
. December 31,
+ " '($ in miltions) g 2006 2005
'.Landandlmprovememstoland..'....‘.‘..'...,...'. ...... PR $ 274 - % 27.0 .
~ Buildings and building equlpmem N e PR 103.1 ‘989
'Machmeryandequlp.ment.............................'..' ............ 623.6 621.8
Leasehold improvemems e e D e 10.4 8.6, ..
Construcuon—m-progress e e e 156 .15
Property, plant and equ:pment U DR DI . 7801 7638
Less accumulated dEPrECIAtioN . .. .\ .ot e ettt (586.9)  (572:4)
“~Property, plan; and equ1pment,_nel L $1932 §$1914

charged to operations amounled to $266 mllhon $26.4 mlllmn and. $22 1 million in 2006, 2005 and 2004

respectlvely :

B Leased assets capitalized and 1ncludcd in’ the ‘previous”table are not significant. Maintenance and'repairs’
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l

|

8:« Goodwill and Other Intangibles ' |
. ' . . |

Goodwnll !

The changes in the carrying amount of ‘goodwill for the years ended December 3l 2006 and 2005 zilre as

follows
. .{ . te

. : _ i

Wood Co !

Personal  Protection “ t

Care and and !

HTH Water Industrial Industrial  “Total  Performance |
$i in mllhons) ) Products Biocides Coatings  Treatment _ Urelhans . Total 7
Balance December 31 2004 ............ $29.0 $88.1  § 709 $188.0, . ~$44 ,‘ $1b2.4
T ACQUISIIONS . ... ... 82 . — — 82 . — . 182
Post acquisition adjustment ............ .- 28 1.9 78 - 125 o — 12.5
Forelgn exchange & other - ............. 0.7 5.3 3.0 (1.6) @ — (1.6)
Balance, December 31; 2005 . . . . . 40.7 84.7 8177 2071 ;44 2'}1.5
Post acquisition adjustment ............. (8.2) — 120 © 38t — ¢ |38
IMPAIMENt ...\ e e — — 235 (235 |, — ' .235)
Foreign exchange & other .. ............ 6.3 0.3 4.5 1.1 b= 11.1

Balance, December 31,2006 ............ $38.8 $85.0 $74.7 $198.5 %44 $2029

; |
The post aequlsm(m adjustments for HTH water products business réflects the finalization of purchlase
-accounting for Nordesclor that resulted in $8.5 million of identifiable intangible assets being recorded during | the
fourth quarter of 2006 as well as the final contingent payment that is due to Avecia and a preliminary conlmgent
lability related to the acqu1snuon of Nordesclor (see Note 19 for more 1nformat10n) In addition, the posl .
acqulsmon adjustments mclude related deferred tax entries. i |

+ ! .

During the fourth quarler of 2006, a tnggermg event occurred that indicated an lmpamnent of goodwﬂl m‘ay
exist for the industrial coatings busmess Following the review of an updated financial forecast the Compalny
conducted an ‘interim SFAS 142 impairment review, which indicated that there was an impairment on lhe
goodwill. Based upon-an analysis of fair value, the Company recorded a non-cash goodwill impairment charge of
$23.5 mllhon whlch reduced the can'ymg amount of goodwill related to the industrial coatmg'; busmess

Other lntanglbles —_— ot

The gross’ carrymg amount and accumulated amortization for other intangible assets as of December 3
2006 and 2005 are as follows : :

!
|
I
i
i,

. '
December 31, 2006 . December 31, 2005 E

Gross Net Gross . %" Net t

Carrying Accumulated Carrying Carrying Accumulated Carrying

($ in millions) - . ! Amount Amortization Amount Amount Amortization Amount

Patents .............. S ... $02 $02 $— $02 $02 $—
Customer lists.. . ..., .............. 81.7 20.1 - 61.6 69.0 12.8 "56.2
Toxicology database . .............. 17.8 34 14.4 15.7 . 2.0 1371
Developed technology *............. 154 . -23 13.1 13.5 1.2 12.3
Other .. ... ... .. .. 99 4.5 54 10.5 4.7 5.8
Total amortizable other Intangibles .. . . .. . 1250 30.5 94.5 1089 209 - 88.0!
Total non-amertizable other Intangibles— c : :
Trademarks ... ..... P PP 59.5 04 59.1 . 53.1 0.4 52.71
Total other intangibles .............. ... 31845 $30.9 $153.6 $162.0 '$21.3 $140.7 :
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. t Durmg 2006 the Company completed its purchase accounting related to the acquisition of.Nordesclor and
as{a result has recorded intangible assets of $8.5 million. These assets have been reclassified from goodwill as the
Company had ongma]]y recorded the excess purchase price to goodwill at the time of the acqunsmon Of the $8.5
miltion acqmred mtanglble as)sets $2.5 ‘milliori was assigned to trademarks which is not subject to amortization
aslit'has an indefinite life. The remaining. mtanglble assets include customer lists of $5.4 million (10-year life),
develop_ed technology of $9.5 mrlhlon (lS\zyear life) and a non-compete agreement of $0.1 million (14-year life).

Amomzatlon )

5
\-.‘ w

Amornzauon expense for the years ended December 31 2006 2005 and 2004 was $8.9 mrllron $7 4

' g n'ulhon and $5.2 million, respecuvely Esnmated amortization. expense is $9.7 million for-the year ended

December 31 2007 $9.3 million for the year ended December 31, 2008 and $8.3 mllhon for each of the years
ended December 31 2009 through 2011. '

l -
-9, l Other Assets

lncluded in other assets at December 31 2006 and 20035 are the following:
i} (8 in millions) CoL _ - 72006, . 2005 .
“Deferred taxes ............. e e . $7L7 8516
Other .00 . .o v, e 103 . 83
. pOtherassels ...l PR S e $82.0  $59.9
10. l Accrued Llabllmes - »

' Included in accrued llabllmes al December 31, 2006 and 2005 are the followmg
‘ ‘ ‘ December 31,

!l(s in mlllmns) S - . - ©2006 0 2005
|Accruedcompen§atnon:.' ........ e e _ $195  $22.2
-1 Accrued litigation . . ... R 40 84
iEnvrronmental TESETVES . 1 uvutsss s nianee s DU .10 35
tOther e e PR PR e PR 66.8  54.8
1Accrued11ab1]mes ...... O PP 1 P $88.9
r _' . . ] ) ) A - . . i . .
I : . .

. |Debt

| tInclnded in’short-tefm borowings and long-term debt at December 31, 2006 and 2005 are the following:

L

) December 31,
i($ in millions) ‘_ ‘ . ‘ ‘ 2006 . 2005 -
l(_jnsk_e_cur‘edseniornoles ......... i 82103 $210._8
Otherborrowings ... e 16 19.0
|T0taldebf ..................................... 2179 - 2298
Less: current portion of long-termdebt ....... ... ... ..o . (149.00 ° (3.5)
Less short term DOITOWINES .« ot a ittt (6.5) (8.5)
}Long-lermdebt .............. e L. 8 624 $2178

|
v
f
|
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Senior Notes .o - S ey -

. In March 2002, the - Company issued $211.0 million of unsecured semor notes Io cenam msutunonal
investors in two senes The Séries A notes of $149.0 million are due in March 2007 and the Senes B notes of
$62.0 million are due i in March 2009 and bear fixed interest rates of 7.94% and 8.24%, respecuvely ;' y

In May 2003, the Company terminated its interest rate swap agreemenls that were entered mto in April
2002. As a result, the Company received cash proceeds of $7.1 million, which represented the market value of
the contracts on the date of termination. The Company utilized the proceeds to pay down debt. in accordance
with Statement of Flnanc1al Accounting Standards No. 133, “Accounting for Derivative’ lnslruments and Hedgmg l
Activities” (“SFAS. 133™), the basis adjustment of $7.1 million has been recorded as an increase to mé carrying
amount of the sentor notes and is belng amortized as a reduction of interest expense over the remaining: lrfe of the
senior notes (through March 200'1) using the effective-interast yreld method ($0 5 mrllron and $2.4 rmlhon as of
December 31, 2006 and 2005, respecuvely) R ,;' g

T

Srmultaneous with the termination of the interest rate swap agreements, the Company emered into new
interest rate swap agteements, under which the Company swapped its 7.94% fixed mterest rate on ’'$80.0 million .
principal amount of unsecured senior notes for floating rate interest based upon six- month LIBOR plus 5.4539%.
The counter parties to these agreements_are major financial institutions. The agreements expire ln March 2007.
The Company has designated the swap agreements as fair value hedges of the risk of changes in lhe value of
fixed. rate debt due to changes in interest rates for a portion of its fixed rate. borrowings under - SFAS 133.
Accordingly, the swap agreements have been recorded at their fair market value of $1.2 million-and $2 5 million
at December 31, 2006 and 2005, respectively, and are included in Accried Liabilities and’ Other Llabllmes
respectively on the accompanying Consolidated Balance Sheets, with a corresponding decrease in the carrying
amount.of the related debt. No gain or loss has been recorded as the contracts meet the criteria of SFAS 133 to
qualify for hedge accountmg treatment with no meffecnveness : o

The Company 5 semor notes contain a quarterly leverage ratio (debt/EBITDA) covenant not-to elxceed 3.50
and a debt to total capitalization ratio not to exceed 55%. In.addition, the notes contain a fixed. coverage ratio
covenant of 2.25 and a covenant that restricts the payment of dividends and repurchases of stock to $65 0 million
less cumulative dividends and repurchases of stock plus 50% of cumulative net income (loss) sub_lect to certain
adJustmems begmnmg January 1, 2002. This limitation was $34.4 million at December 31, 2006.
CreditlFacility ' o \ - i|

~ On June 15 2006 the Company entered into an unsecured $350. 0 million senior revolvmg credrt facrluy
(“credrt facility™), which expires in June 2011. It replaced the Company s $210.0 million senior revolvmg credit
facility which was 'set to mature on June 20, 2006. The Company’s new credit facility ‘contains ‘a quarterly
leverage ratio covenant not to exceed 3.50 and an interest coverage ratlo (EBITDA/total mteresl expense)
covenant not to be less than 3.0. Additionally, the credit facility restricts the payment of dividends and
repurchase of stock to $65 0 million plus 50% of cumulative net income (loss) ';ub_]ect to certain; limitations
beginning June.15,,2006. This limitation was $60.3 million at December 31, 2006. The facility, fees can range
from 0.1% to 0225% ‘depending on the Company ] quarterly leverage ratios (facrluy fees were'l 0.125% at
December 2006) The Company may select various floating rate borrowing options, including, but nat limited to,
LIBOR plus a spread that can range from 0.4% to. 0.9% depending on the Company s quarterly leverage ratios,
There were no outstandmg borrowmgs under the credit facrlrty at December 31, 2006 [
Other Borrowmgs j

Other borrowmgs at December 31, 2006 and 2005 have interest rates ranging from 4% to 12%

.

l
|
}
l
|
At December 31, 2006, the Company had $41.7 million of outstanding leuers of credn There are no
amounts outstanding under Company letters of guarantee. II
)
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Fair Value of Long-term Debt

The fair value of the Company’s long-term debt at December 31, 2006 was approx1mately $65.5 mllhon
The fair value of the Company’s short-term debt at December 31, 2006 approximated the book value of $155 5
million due to the fl_oatmg interest rate terms and the short maturity of the instruments. P ‘ .

. [ ! ’
12. Other Liabllltles . ”
Included in other non- currenl habllmes at December 31, 2006 and 2005 are the followmg

’ . ] . ; V‘w - ] o K Decelnber 31,
($mmillions) ' : ' e 2006, 2005
Pensions and other poslrenrement employce benefit obligations (Note 15)- .. ..... $234.6 $164. 4
Deferred long-term incentive COMPENSAtION . . ..o versee et eaeaeeneeins - 198 10.7

. Deferred tax liability (Note 14) . .. ..ot T 16.1 ~ 6.9

. Environmental réserves (Note 20) .. ............... e e 5.1 - 2.8
Other ...... PR SR DU e SN 14.8 16.6
SR TR SR o $2904 - $201.4

Other liabilities : L .

13. Defivative Financial Instruments

Foreign Currency , 4
The Company uses foreign currency forward sale and purchase contracts'and currency options as a means of

hedging exposure to foreign currency risk. It is the' Company’s policy to heclge up to 80% of its anticipated
purchase and sales commitments denominated or expected to be denominated in a foreign currency (principally
thé British pound, Canadian dollar, Euro and Japanese yen). Most of the Company’s currency. derivatives expire
within one year. During 2006 and 2005, the majority of the Company’s. forelgn currency’ forward contracts
qualified as effective cash flow hedges under the criteria of SFAS' 133. The'accounting for gains and losses
associated with changes in the fair value of the derivative and the effect on the consolidated financial statements
will depend on its hedge designation and whether the hedge is highly effective in achieving offsetting changcs in

fair value of cash ﬂows of the asset or liability hedged.

During 2006 and. 2005, the Company recorded net gains (losses) of $0.8 million and $0.1 million,
respectively in-Other’ Comprehensive Income (Loss) related to the change in the fair market.value of the
derivatives de51gnated as effective cash flow hedges of which, $0.2 million and $(0.1) million, respectively, were
subsequently reclassified into current earnings during the year. The Company records expense in Selling’ and
Administration expense related to the change in the time value of the forward contracts, which has becn excluded

from the assessmenl of hedge effecuveness

T

At Decembcr 31, 2006 ‘the Company had forward contracts to sell forelgn currencies with U.S. dollar
equivalent value of $16.5. million and forward’ contracts 1o buy foreign currencies with U.S. dollar equlvalent
value of $11.4 million. The fair value of these forward contracts is included in Other Current Assets and Accrued
Liabilities, respectively, on the accompanying Consolidated Balance Sheet. At December 31, 2005, the Company
had forward contracts 1o sell foreign currencies with'U.S. doilar equlvajem value ‘of $23.4 million and forward
contracts to buy foreign currencies with U.S. dollar equwalent value of $21.1 million. The counterparties to the
"contracts are major financial institutions. The risk of loss to the Company in the event of nonperformance by a
counterparty is not significant. The Company does not use financial instruments for speculative or trading.

purposes nor is the Company a party to leveraged derivatives.
Foreign currency exchange losscs net of taxes, were $2.5 m1ll|on in 2006, $0.5 million in 2005 and $0.2

miltion in 2004
717
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Debt and Interest i ‘ '
. 1

“In April 2002, the Company entered mto interest rate swap agreements under which the Company swapped
the 7.94% fixed interest rate on $80.0 million pnnupal amount of unsecured senior notes for floating rate interest -
based on six-month LIBOR plus 3.045%. The counter parties to ‘these agreements were major, financial’
institutions. The agreements were to expire in March 2007, The Company had designated the swap agreeme'nts as
fair value hedges of the risk of changes in the value of fixed rate debt due to changes in interest rates for a
portion of its fixed rate borrowings under SFAS 133. In May 2003, the Company termmated these mterest ‘rate
swap agreements and received cash proceeds of'$7.1 million. The Company utilized the proceeds o pay. down
debt. In accordance with SFAS 133, the basis adjustment of $7.1 million has been recorded’ as an mcrease to the
carrying amount.of the senior notes and is being amortized as a reduction of interest expense over the remammg

life of the senior notes (through March 2007) using the effectrve interest yield method ($0.5 mrlhon and\$2 4.
million-as of December 3 I, 2006 and 2005; respecuvely) . .

. |

Srmultaneous with the termination of the interest rate swap agreements the Company entered mto new

interest rate swap agreements under which it swapped its 7.94% fixed interest rate on. $80 0. tillion prmcrpal
amount of unsecured senior notes for floating rate interest based upon six-month ‘LIBOR plus 5.4539%: {The
counter parties to these agreements are major financial institutions. The agreements expire in March 2007. -T he
Company has desrgnaled the swap agreements as fair value hedges of the risk of changes in the value of ﬁxed
rate debt due to changes in interest rates for a portion of its fixed rate borrowings under SFAS 133. Aecordmgly,
the swap agreements have been recorded at their fair market value of $1.2 million and $2.5 million as of
December 31,7 2006 and 2005, respectively, and are included in Accrued Liabilities and Other Lrabrlmes
respectivély, on the accompdnymg Consolidated Balance Sheets, with a corresponding decrease in the carrymg
amount of the related debt. No, gain or toss has been recorded as the contracts meet the cntena of SFAS. 133 to
qualify for hedge accountmg treatment with no meffectweness

|

!

. . i

14. Income Taxes ! ) Lo _ ' ! . 3
t

i

t
3 ! .
Components of Pretax Income from Conttnumg Operatlons - ;
* : Years Ended becember 31, E
($ in millions) * - _ © 2006 ¢ 2008 2004,
DOMESHC ... veeeevaranannn [ S $404 78351 $(4.3)
Foreign ............. . looii P - (62) 1245 28.6
Pretax income .. ................ T DR e e e $342  $59.6:. $243

t

T -
G
\ . -
Cor R
I i

Years Ended December 31,

Components of Income Tax Expense from Continuing Operations

: !
($ in mllhons) ) . . . . ‘ 2006 2005 ° 2004 |
Currently payable (recelvable) R . . N DA ia U t

Federal ........... ... ... ........:..... e RN S %520 8041 $(1.8)‘
croState Do AR T e o 08 124 0 204

CFOTEIN oot e e e 63 0 192 9.2 1
Deferred- ......c..ovuvn... U R 102 181 (2.4)'i
Income tax éxpense . ... ... P e e S '$193  $198  $70 |

- . H
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"1 The following t fable accounts.for the difference between the actual tax provision and the amounts obtained
by applying the statutory U.S. fedéral income tax rate of 35% to the income before taxes.

P

Etl’fectlve Tax Rate Reconcnllatmn - ‘ ) '
e « - : . Years Ended December 31, "
: B ’ 2006 2005 2004
Income tax prowsmn (benefit) at 'Us. federal income tax rate ... .. e S .. 350% 35.0'% " 35.0%
Forelgn effective tax rate dlfferentlal e PR e - 2.2 0.1  ..,23
' State income taxes, net ....... e [ e 190039 0 LL
Equiity in‘income of affiliates ... i .. ... e — (14 (L3
Research and development credit .. ... ... cooiiieetii e aann - 08) : (1D, Q0.
Tax benefit from foreign exportsales”. . ................. e . (3.6) (28) (68 -
Non deductlblegoodwﬂl1mpa1rment.'........................" ........... 24.1 — ek i
-Brazﬂtaxhohday e e e e (5.5 _, .= .
Ot!l_er 1T S e 31 0.1 03 -
Effective tax rate ... ......... B . 564% 332%  288%

b .
) Cohponents of Deferred Tax Assets and Liabilities

. \ . . : . . "Years Ended December 31,
! (8 in millions) ©2006 2005

Deferred tax assets:

: Postretirement benefits .................. O $ 111 $ 91
: Certain accmed expenses and non-current liabilities

................ 355 258
; - Net operating losses and other carryforwards ..................... 45.1 46.7°
| . Pension liability adjustments . . . . . U e , 742 52.6°
i Other miscellaneous items .. ... ... 000 o i e 46 . 64
.%I . Valuation allowance . ........... e FUUTUT (53.7 42.0) .
b . Total deferred tax assets .. ................. AP _116.8 986 " .
! Deferred tax liabilities: . S S
"1 :Property, plant and equipment ....... ... 4.6 54
| Goodwill and other intangibles .. .-......... ... ... ... o i ' 25.3 -11.8
! Other miscellaneous ems ... ... i irrr it 11.6 13.2.
Total deferred tax liabilities . . .........onverrennnnneeeeein. 41.5 T304
lNeldeferredmxasset.................: .......................... $ 753 $682
Years Ended Decembe-i'- 31;' i
l¢$ in millions) 2006 2008
J:Deferred faX ASSEE—CUITENL . ..« \ . iiiii e $198 $23.5
~Deferred tax asset—nOM-CUITENL . .......o.vheni it 71.7 *51.6
Deferred tax liability—current . . ... i SR (10 ) B
Deferred tax liability—non-current . ........... ... .. ... it (6. - (6.9
Nel deferred tax asset . ....... ... . i $ 753 $68.2

i ‘ —_— ==

The valuation allowance of $53.7 million, relates to state net operating losses and tax credits, net operaljng'

: losseg and certain tax assets and other carryforwards of foreign entities for which management believes are not
" more!likely than not to be realized. The portion of the valuation allowance which if subsequently recognized will
be applied 1o reduce goodwill or other noncurrent intangible assets_ is approximately $24.9 million. In 2006, the
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Company rediced its valuation allowance by $1.1 million with a corresponding decrease to goodwill rclatcd to a
tax asset of an acqulred business which became realizable. The net change during the ycar in the tétal Valuation .
allowance primarily rg:sulled from an increase in a capital loss carryforward that the Company does not expect to
utilize due to the restriction on the use of this carryforward to offset capital gains. This was partially offset by the
release of a $2.0 million valuation allowance previously established for net operating loss carryforwards'in Brazil
that, the Company expects to use as a result of the acquisition of Nordesclor. The reduction in the ,valuauon

allowance resulied in a corresponding decrease to goodwill. . ‘ _

- A full valuation allowance has not been established because management believes it is more Ilkely than not
that the resulis of futtre \ operatlons will generate sufficient taxable income to realize the net deferred tax assets. '
Taxable income is expected to be sufficient to recover the net benefit within the period in which these remammg

' dlfferences are expected to reverse. ' : o l
e . "

" The Company has net tax assets of $4.6 million related to state and foreign net operating loss carrgrforwards
with a significant pomon of these carryforwards expiring between 2015 and 2025, The Company also has
alternative minimum tax credit carryforwards of approximately $0.4 million, Wthh are available o reduce
regular income taxes, if any, over an indefinite period. The Company has research and developmentlcrcdlts of

331 mllllon which expire beginning in 2019. , |

The Company’s cffectwc tax rate was reduced in 2006 by a regional tax hohday granted'to Lhe former
Nordesclor business, that the Company acquired at the end of 2005. The holiday will reduce 1ts Braz1han
corporate income tax by 75% through 2014 for certain of the Company’s cammgs in Braml : !

i

The Company prox:ides for deferred taxes on temporary differences between the financial stalcmént and tax
bases of assets using the enacted tax rates that are expected to apply to taxable income when the[temporary
differences are expected to reverse. At December 31, 2006, the Company’s share of the cumulative undistributed
earnings of foreign subsidiaries was approximately $180 million. No provision has been made for U.S. or
additional foreign taxes on the undistributed earnings of foreign subsidiaries, except for its Canadian sub51d1anes
since the Company intends to continue to reinvest these earnings. Foreign tax credits would be avallable to
subslanllally reduce or eliminate any amount of additional U.S. tax that might be payable on thcsc foreign
earnings in the event of distributions or sale. The:Company has evaluated the repamauon provisions of the
American Jobs Creation Act of 2004 and did not repatriate any earnings as a result of such legislation.

o . ' , ‘
. I .
!

'

§
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15 Employee Benefit Plans ]
Eflfect of Adoption of SFAS 158 o e oo

l In September 2006, the FASB issued SFAS 158. On December 31, 2006, the Company ‘adopted the
’ recogmuon and disclosure prov151ons of SFAS 158. SFAS 158 requires plan sponsors of deﬁned beneﬁt pensnon
and other postreurement benefit plans {collectively, “postretirement benefit plans’ ) to recogmze the funded Status
o of thetr postretirement benefit plans in the statement of financial position, measure the- fair- Value: of: plan-assets
and benefit obligations as of the date of the fiscal year-end statement of financial posmon -and provide-additional
: dtsclosures The initial impact of the standard due to unrecogmzed prior service costs (credits) ‘and- niet actuarial -
) gatns (losses) as well as subsequent changes in the funded status is recognized as a component of accumulated
comprehenswe loss in shareholder's equity. Additional minimum pension lidbilities (AMPL)‘ are also
derecogmzed upon adoption’ of* the new standard. The following table summarizes the 1ncremental effect of
applytng the prov;smns of SFAS 158 ‘

. ; ’ - - Before Reverse” © | " Net llnpact " After
. . . Adoption of Previous SFAS 158 ‘of SFAS J58 -- Adoption of
(S m milltons} SFAS 158 AMPL  Adjustments Adoptton .“" SFAS 158
' Otlter assets (non-current deferred tax asset) ..... $ 622 $(622) 'S 742 $ 12 0 $ 74 2.

Pensnon liabilities {(U.S. plans) - ......... e (63.4) 474 - (70.8) (23 4) (86 8)
Per%smn liabilities (Hickson UK. plans) ......... (116.4) l4§.0_ . (1413 ) (2 3 -, ‘ (118.7)

' Pet}s:on liabilities (ail other plans} ............. (5.6) 1.1 . 4.9y (3.8) - (94)
Other postretirement liabilities . ... . . (12.6) — 3.4 (3.4) T (16.0)

‘ Accumulated other comprehensive loss e 131.3 (131.3) 152.2 20 9. e -152.2

} o

| The net impact of adopting SFAS 158 was to increase the Company’s pensmn and other.postreurement
ltabtlmes -by $32.9 million and increase the pension ad]ustment m accumulated other comprehenswe Ioss by
$20.9 million.
ob ) ) . , [ , . -, . . ;:,_‘ * tr-":"a:"‘."

A I

Effecuve February 8, 1999, the Company establtshed the Arch Pension Benefit Plan a deﬁned beneﬁ
penSton plan covering most U.S. employees. The Company also maintains two nonqualified supplemental '
pensnon plans. These plans were established to provide additional retirement benefits for certain key employees .
Pnor to the Distribution, these employees were participants in one of several Olin pension benéfit plans covering
' employees of other Olin businesses. The Arch pension benefit plan provides benefits based on service with’Olin
and|with the Company. The Company is liable for the payment of all pension plan benefits earned’ by Company
employees prior to and following the Distribution. Olin transferred assets to the Company’s pension plan: The
amount of the assets transferred was calculated in accordance with Section 4044 of the Employee Retirement E
lncome Security Act of 1974, as amended. The assets -of the' Arch plan consist primarily of investments in
commmgled funds administered by- mdependent investment ‘advisors. The Company’s policy is to fund, at a
minimum, amounts as are necessary on an actuarial basis to provide assets sufficient to meet the benefits to be
patd to plan members in accordance with the requirements of the Employee Retirement Incomé Security Act’of
1974

Pen'snon Plans and Retirement Benef' ts

- . LI . “

Subsequent to the- Dlsmbutton the Company adopted a reuree medical and death benefits plan that ‘covers.
most domestic employees. The Company is liable for the payment of all retiree medical and death beneﬁts'eamed'
by Company employees prior to and following the Distribution who retire after the D1str1buuon This Arch plan
is an unfunded plan. . . . RS

|
i
|
i
|
|
l
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The following tables -provide a reconciliation of the changes in the plans’ pI’O_]eC(f:d benefit obligations, fair

value of plan assets and funded status of the Arch retirement plans , e !l c

- L Other Postretlremenl

. Pension Benefits Benef'ts

($in mllllons) : SR . 2006 2005 2006 ! 2005
Reconcthatmn of Pro;ected Benet‘ t Obltgatlon e . . ;
Projected benefit obltganon at beginning of year ... ............... . $260.8 $2‘32.4 $16.1 ¢ $ 17. 1 .
Service cost (benefits earned during the period)} . ... .......... ... ... 7.3 6.6 0.5 0.5
Interest cost-on the pr()Jected benefit obligation .. ................... 152 . 140 0.9 . 1.0
Plan amendments . J. ...t 2.0 — f (09
Actuarial (gain)/1oss .. ... ... i (4.0} 158 . : —_
Beneﬁts pald R R R R REERERRERE (9.1} (8.0 . (1 5)! (1.6)
Pl'O_jCCted beneﬁt obhgatlon atendofyear ......................... $272.2 $260.8 $16.0 ! $16.1
Reconc:llatlon of Falr Value of Plan Assets: A . . ‘

-Fair value of plan assets at beginning of YEAr ...l $169.1 $1274 $ — ! § —
Emp]oyer contrlbuttons U P e 55 397 1.5 | R
Benefits paid .. ..0 ... .0 e 9.1 . (8.0) (1. S)I C(L6)
Actual return on plan assets (net ofexpenses) ........... . iieiin ~19.9 ,10.0 S
Fair value of plan assets atend of year ........... fasenie e . $1854 $i69.l 5 — , $ —

~Funded Status .................oo .. $(86.8) $(91.7) _$(l6.0); :$(I6.1)
Unrecognized net actuarial loss ........................ ... . ... . 86.6 , 47
Unamortized prior service cost ... ... APPSR e S o S(2.3) g (1.1
Accrueci benJeﬁt COSL ot e . $ (7.4) i $(12.5)
Items not yet Recognlzed as a Component of Net Periodic Pensnon ) '

Cost: - . : . . e C : | )
NEtIOSS oottt i P $ 711 na $ 43}, n/a
Prior service cost {credit) ........... R .. {03) . nfa . 09 .. nha

’ - - i ——— I .

Total ..w%w.... e -$708 . nfa 34; © nfa

* Amounts Recogmzed in the Statement of Fmanclal Position Consist . o j

' iv Of . [ . ! . . . | .
Total accrued beneﬁt cost (Accrued Liabilities) . ...\ ............. ... $ 0358 — $ (1.6) $ —
Total non-current beneﬁt costs (Other Ltabthttes) ................... (86.3) ' ’(68.8) (14.4) (12.5)

! !

» . bl

' The followmg -information is required to be separately disclosed for pension plans with an. aé:cumulated
" benefit obligation i m excess of plan assets. The Company’s qualified pension plan has an accumulated benefit
obligation in excess of plan assets as of December 31, 2006 and 2005. The Company’$ nonqualified pensmn plan

is unfunded. . i :'
. : ] i
N ) Qualified Pension Plan,  Nongqualified Pension Plan

($in millions) _ B 2006 2005 2006 [ 2005
Accumulated benefil obligétion e e %2258 $2193+%  $229 i $18.6
Projected benefit obligation *. ... ... ... ... o i 2474 240.1 248 | 207
Fair value of planassets .-............... ... ... .vun. 1854, 169.1 : -, | —
| ;
| !
I
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* A Plan. amendment in 2006 was for amendments made to the/ Company s collective sbargaining employee
‘ agreements at the Lake-Charles, Brandenburg and Conley focations. A Plan-amendment-in 2005 provides a limit
on the postretrrement medical benefits ‘as a result of a contract: change with the Company’s bargained for

_employees located at. the Brandenburg, Kentucky facility.

l. '-..,-.t o ‘L - B . h'.... e

. i “There are no minimum fundmg requrrements for.2007, due prrmanly to the voluntary pension funding made
m 2006 and 2005 of $5 0 mrlllon and $36 2 million, respectwely Pensron expense in 2007 is expected to be
comparable to 2006 . : .

E .

Beneﬁt costs presented bclow were determined based on actuarral methods and- 1nclude the followmg

cbmponents
.t L ‘. ' L Sy . Other .-
’ ) ) ’ Pension Beneflis '  Postretirement Benefits
($ m mlllmns) S . ) ; 2006 2005 2004 2006 2005 2004
,l\let Penodlc Beneﬁt Expense . ,, o § "_‘: et T
Service cost including expenses (beneﬁts eamed dunng the N PO o
lperiod) . i T U $.77 $ 69 $ 7.1 $05 $05 306
lnterest cost on the projected benefit obligation ............. 152 140, 13 0 09 10 09
Expected retum on plan assets ........... RN (14 6) {13.6) (ll 5) —_ —_ -
. A'momzatlon of pnor service cost ............... ol — 02 . 03 (02) (©O.1y (01
Cprtallmcnt (gain)loss ..... R — —_ ©on —  — 1.5
. Recogmzed actuarial Joss: . ................ P, 5.8 37 19 04" 03 03
' Net periodic benefit Cost ... ... e - $ 1_4.1 $112 $107 $16 3 1.7; $32
i o L . . »

i e
! The 2004 curtailment gain for the pension plan includes $(0.3) million: whlch is included as a component of
'the sale of the microelectronic. materials business and $0.2 mllhon which is included in Restructurmg in the
' accompanymg Consolrdated Statements of Inconie related to the: hydrazme busmess ‘The curtailmient loss retated
to the postretlrement ‘benéfit. plan includes $1.2°million which-is included-as a component of -the sale of the
microelectronic materials business and"$0.3: ‘million which is lncluded in Restructuring in the accompanymg
) Consohdated Statements of. Irrtcfome related to ‘the hydrazme busmess n . . .
{ The amounts in accumulated other comprehensrve loss that are expected to be recognized as components of
net periodic beneﬁt expense during-the next fiscal year are as follows: '

¢ . s I T S S AR
c . . Other
i . i Pension  Postretirement
_($ in million's) . .. . o Benefits |  Benefits
Prior service cost (credit) oo ool . ST e S $— U=

‘N't;:tloss ......... ..... e e, e, 52 ., =

. The weighted average assumptions used to determine the beneﬁt obllgatlon for the pensronland the
postretlrement plans at December 31 were

1

Pension : Other .

: Benefits »*  Postrétirement Benefits -

| 2006 2005 2006 ~ - 2005
Werghted Average Rate Assumptlons . . o ‘ -
Discount rate . ................. Lo e ML 6 00% 5.75% 6.00% 5.75%
Rate of compensatlon increase ................... e 4.60% 4.20% - — | —

-

[
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The wetghted average assumptlons used to detemune the net penodlc beneﬁt cost for the years ending
December 31 were: ‘ : SR |

1

] L S . Other|.
) - . Pension Benefits i Postretirement: Benefils

. _2006. 2005 2004I2006-20051.

i L. !t

Welghted Average Rate Assumpttons ; CL o

DiSCOUnt rate ... .....e.ocoovee, T 5.75% 6.00% 6.25% 5.75% 6.00% 6.25%
Rate of compensauon increase” ........ ...l e 460% 420% 4.50% — — =
Long-term rate of return on assets = . ........ DU .. 850% : 8.50% 8.50% —. — —

For 2006, the Company’s expected long-term rate of return on assets assumption was 8.50%. As deﬁned in
FAS 87, this assumption represents the rate of return on plan assets reflecting the average rate of |earmngs
expected on the'funds invested or to be 1nvested to provide for the benefits included in the benefit obhgatlon 'I’he
assumptlon has been detemuned by reﬂectmg expectations regarding’ future rates of retum for the investment
portfollo with consideration given to the distribution of mvestmems by asset class and- hlstoncal rates- of return :
for each individual asset class. - ;

The Company’s pension plan asset allocation at December 31, 2006 and 2005 were::" - o

o ' Pension Bet;eﬁl.s

' A - e 2006 2005
© Asset Category: _ g , ‘ I ' I ;
© Equity Fund§ ............. S e e SR Lo % 1T1%

Fixed Income Funds ................... e e e e 29% _!2%

Total ..........o..i.ns e e e Lo 100%T 100%

The Company § target allocation of the pensmn plan assets is 70% i m equ1ty funds and 30% ﬁxed income
funds. The Company s investment strategy includes meeting the plan objectives, . generatmg competltwe
investment returns and investing in a diversified portfolio consisting of an array of asset classes that attempt 1o
maximize returns while minimizing volatility. These asset classes currently include ,U.S. equities and fixed
income, in the future it may. include other asset classes including non-U.S. equities and real estate. |
The followmg table represents the benefits expected to be pald for the Arch reurement plans: ;

- 1

y  Other

o . Pension  Postretirement
($ in millions) - : ‘ . Benefits Benefits
2007...... U SOOI .. $93 $1.6
2008......... [P UU e 9.8 1.6
2009 ... TR O 105 - 16 -
2000 .. PR PO S U 1 T K
2011 ....... JOP S S . 119 1.6

Year52012t02016 ....... U 74.9 73
K ’ !

The expected beneﬁts to be paid are based on the same assumptions used to measure the Companyc 5 beneﬁt

obllgatlon at December 31, 2006 and include estlmated future employee service: ‘ :
. l

The annual measurement date is January 1 for the pension beneﬁts and other postretrrement beneﬁts For

measurement purposes, the assumed health care cost trend rate used for pre-65 non-HMO plans and pre:- 165 HMO

plans was 10.25% and 9.50% in 2006 and 2005, respectively, decreasing to an ultimate trend rate of 4.5% in
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20]4 For non—bargamed participants, Arch’s subsidy. for pre-63 coverage is limited to $10, OOOIrenree with all
- future cost increases to be paid by the retiree. For.post- -65 reurees the Comp.my provrdes a fixed dollar beneﬁl

that i is not Sllb_]CCI to'escalation.

T The assumed health care cost trend rate assumptions can have a significant impact on the amounts reponed
?A one percent increase or decrease each year in the health care cost trend rate utilized would have the followmg

: effects at December 31, 2006 ’ : ey
l! £ '1,7_‘ e L R i - o
J ¥ oL - ?"'f» ) Oné Percentage Point
($ in mrll:ons) ‘_: o ‘ ] ) Increase. . Decrease” '
. J ) Effect on the r;et penodlc postrettrement benefit costs ... ... Lo o "'” R S
! o g Effect on the' postrenrement benefit obhganon R T R EE T U1} T (O 1)
b '
f As pan of the acqulsmon of Hrckson the Company acqu1red the llabllny for the Hrckson U.K: and the

tl—hckson U K Semor Executive retlrement plan. The following tables provnde a reconc1l|at|on of the changes in
the* plans prOJectecl beneﬁl obllganons fa1r value of plan assets, funded status, certain assumpuons and
! components of net periodic pension expense of the Hickson UK. and the .Hickson U. K Semor Executwe

[ renrement plan for the years ended December 31, 2006 and 2005.
y . . .
' Pension Benefits -

18 S]n mlllmns) T ! - 2006 ‘2005
! Reconclllatlon of Projected Benefit Obligation: o '
; _ Pro_]ected beneﬁt obligation at beginning of YEAr oo $ 3453 $350 7
{ Serv1ce cost (beneﬁts earned during the period) ........ e i 06
Interest cost’on [Ihe projected benefit obligation ......... ... ... ... oL S213 0 177
) Pammpant conlnbutlons .......................... e el 03 102
cActuarial loss L.l s SOUPIU 40.7 26.6
| Beneﬁts pald' ’. [ e e (24.4) (12.1)
t Fore1gn exchange lmpact e N 478 (38.4)
i PrOJected benefit obllgauon at end of year ............................... $ 4321 $3453
| e iReconclllat:on of Fair Value of Plan Asséts:' - e T
! s Fair’ value of plan‘assets at begmnmg of year e leeei ol 252687 $260.8
’-‘--‘Employer contnbutlons ............................... S 134 0 92 -
f X Beneﬁtspard R S IS e . "(24.4) (12 1)
S Pammpamcontnbuuon'.‘...::...:.' ..... S PP | X N 02
" Actual return on plan assets (net of expenses)-. . ...... ool o T 192 397"
) Forelgn exchange rmpact ..................................... e - 362 (29. 1)
T Falr value of plan dssets atend of VEAr . .iiiiaae.a. . $ 31347 $268.7 "
| AFuinded StAtUS DL . $(118.7) $(76.6)
J ) Unrecognlzed n'e{ actuanal loss ... . L 99‘.8, -
e Prepaldbenefrlcost...’...'...' ...... e . $ 232
E Items not yet Recognlzed as a' Compenent of Net Perlodlc Pensmn Cost o ‘
j Netloss....‘:f_f_“-. ....... e e P B S '$147.3_ n/a -
' - Amounts Recogmzed in the Statement of Financial Position Consrst of: _ o o
' " .. Total non- curre_m benefit costs (Other Liabilities) ...................... Lo SNBTD $(724) -
f
!
!
;
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The fol]owmg information is required to be séparately disclosed for pension plans with an accumulated
benefit obligation in excess of plan assets. The Company’s Hickson U.K. and the Hickson U.K. Senior Executlve
plans have an accumulated benefit obligation in excess of plan assets as of December 31, 2006 and 2005. 1] Lo

) N . chkson u. K Senior
Hickson UK. Plan ' ' Executive Plan

(8 in millions) - o ) 2006 - 2005 ' 2006 " j 2005
Accumulated benefit obligalion . ................................ $4156 $330.1 $14.3 i$11.0
Projected benefit obligation ............. e 4178 3343 - 143 {110
Fair value of plan assets ............ e 302.3 '259.3 . ILs P94

! : : b H ; 5

* The welghted average assumpnons used to determine the beneﬁt obhganon for the U K. pensmn pians at
December 31 were: -

." : ,t o e

?’ " Pénsion Benefits

_ © . 2006 2005
Welghted Average Rate Assumptions: Cd S A ' i
DISCOUNE FAE ..ot e et ettt ettt PR weeiidon. 525% 15.00%°
Rate of compensation increase . . ... E 0L 415% (4.05%

- The weighted .average assumptions used to determine the net periodic benefit cost for the years ending
December 31 were: . , oy Co e
b e ":
* .Pension Benefits' .

2006 2005 . 12004

Weighted Average Rate Assumptlons ' . JL L - E .
Discountrate . .. ... .. e e e 5 00%. 5.50% '5.75%
Rate of compepsation increase ............... e 4 05% 4.00% 3.90%
L’ong-ter_rn rate of TEMMIM 0N ASSELS o e 6 50% 6.75,‘7;:‘,;;»*7.'00%

For 2006 and 2005, the Company’s expected long-term rate of return on assets assumptlon was 6. 75% and -

7.00%, respectively, which was reduced by 0.25% to allow for administration expenses, which have! been

removed-from the service cost. As defined in FAS 87, this assurnption represents the rate of I retum on.plan assets

reflecting the average rate' .of earnings expected on the funds invested or to be invested to prowde for the' beneﬁts
included-in the benefit obligation. The assumption ‘has been determined by reflecting expectanons regardmg
future rates of return for the investment portfolio, with consideration given to the distribution of mvestmems by
asset class and historical rates of return for ‘each mleldual asset class. L 5f . by '

. ‘ , b .

Benefit costs presented below were determmed based on actuarial methods and lnclude the followmg?

components: . . ) R : k i
$ in millions) o - ‘ ’ - 2006 2:)05 3004
Net Periodic Benefit Expense: . S '] R E*
Service cost (benefits earned during the period) . .....oiu i : $ L 1 "$1 06 8. 0.5
Interest cost on the projected benefit obllgauon ..................... Ll 21. 3 ~17.7 7 176
Expected retarn on plan assets ...... PP [P, e e e (t?{.O) (17.1) (1'7.9)
Recognized actuarial loss . ...... e e e e e e < 6.1 4.1 2.6
Net periodic benefitcost ............................ B $11.5 $ 5.3, $ 2.8

! vt
|
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+ ~ The Company’s current policy is to fund, at a m1n1mum amounts -as are ‘necessary to provide assets
suff cient to meet the benefits to be- pard to plan members in accordance with statutory requ1rements Cash

fundmg in 2007 is currently expected to be approximately $6 million h1gher than 2006 and pensnon expense 1s"" ‘

expected to be approxrmately $t million lower in 2007

‘ . : . _
) The amounts in accumulated other comprehenswe loss that are expected to be recogmzed as components of

net penodrc beneﬁl expense durmg the next fiscal year are as follows
| - e t . ‘ "

Pension

($ in millions) , R ) . Benefits
Netloss ............... ........................................... . o ... %48

: The Company s U.K. pension plan asset allocanon at December 31 2006, and 2005 were:”
! o . ’ chk_son U.K. Pension * Hickson U.K. Sénior
i

Plan . - Executive Plan
: SN 2006 - 2005 . 2006 2005
Asset Category: : : - o A -
EqultyFunds T Lo " 45% " 44%: 2% " 32%
Futed Income Funds .:......... ... ...l T 55% ¥ 56% - 68% @ 68%

"t Total...... PR [RTTRR el 100% ’100%_ 100%  100%

The target allocauon for the pension pian assets is 43% i m equity funds and 57% ﬁxed income funds for the -
Hickson U.K. plan and 32% in equity funds and 68% fixed i income funds for the Hrckson u. K. Senior Executive
pla.n The mvestment strategy for the plans includes meetmg the plan objectives, generating competmve investment

' retums and mvestmg in a diversified portfolio consisting of an array of asset ¢lasses that attempts. to maximize -
returns while mmrm1zmg volauhly “These asset classes currently include a mix of U.K. and non-U.K. equities. and

borids.
{ . ’ .
'; The following table represents the benefits expected to be paid for the Hickson UK. retirement plans:

: . : Pension
(£ in millions) : . : ) Benefits
2007 .. e e i £83
2008 ... e e - 80
2009 ...l e P e 8.6
2000 ... .. . 8.8
200 . s e e OTPR . 88
Year52012-t020l6...‘—.....................: ....... e T .......... P 50.1

The expected benefits to be pard are based on the same assumpnons used to measure the Company s benefit
obllgatlon at December 3l 2006 and include the impact of esumated future employee service. ) ) -

_ As part of the acqmsrnon of Avecia’s pool & spa "and protecnon & hygrene businesses, the Company_
acqulred certain liabilities for prior service associated with its U.K. defined benefit pension plan. Subsequent to
the acqulsmon a defined contribution plan was established for the transferred employees and no further future
service benefit will be accrued in the deﬁned benefit plan. As of December 31, 2006 and 2005, respecuvely, the
projected benefit obligation of the plan was £13.9 million ($27.2 million).and £13.4 million. ($23.1 million), the
accumuliated benefit obligation was £8.7 million ($17.2 million) and £8.3 million ($14.3 million), net’ assets of
£10, 2 million ($20.0 million) and £8.6 million ($15.0 millron) and theé accrued beneﬁt was £3.6 mrlllon ($7.1
lTlllllOl'l) and £3.1 million ($5.4 million). The .assumptions for the valuatlon are consistent with that of- -the
Company’s other U.K. plans During 2006 and 2005, the Company mcurred £0.3 million ($0. 6 mllllon) related to
this plan

The Company s other foreign subsidiaries maintain pension and other benefit plans that are consistent with
) statutory practices and are not significant to the consohdaled financial statements. ’ .

[ | 7
-

1
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Deferred Compensation Plans l

JThe Board of Dlrectors of the Company had previously adopted three deferred compensauon plans, namely,
the 1999 Stock Plan for Non- employee Directors (the “Directors Plan™), the Supplemental Contributing
Employee Ownership Plan and the Employee Deferral Plan. The non-employee Directors participate only in the
Directors.Plan while officers and certain other key employees are eligible to participate, in the other two plans.
These plans permit or require their participants to defer a portion of their compensation. The participants’
compensation deferrals are adjusted for changes in value of phantom shares of common stock of the Company
and in other phantom investment vehicles. The Company established a rabbi trust f.or each of these plans

(collectively, the “Rabbi Trust”).

The Rabbi Trust: invests its assets in shares of Arch.common stock, marketable securities; and a cash
surrender life insurance policy, which generally are expected to generate returns consistent with those credlted to
the part1c1pants "The assets of the Rabbi Trust are available to satisfy the claims of the Company’s crednors in
the event of bankruptcy or insolvency of the Company. The Company’s stock held in the Rabbi Trust is treated in
a manner similar to treasury stock, with no subsequent changes in fair value and recorded as-a. reductlon of
shareholders’ equity ($2.4 million at December 31, 2006 and 2005), with an ofisetting amount- reflected as a
deferred compensatlon liability . of the Company. The carrying value of the deferred compensation lability
related to the Company s stock is adjusted to fair market value each reporting period by a charge or credit to
operations in Selling and Administration on the Company’s Consolidated Statements of Income. The other assets
of the Rabbi Trust are reported at fair market value in Other Assets in the Consolidated Balance Sheets ($7.2
million and $3.5 million at December 31, 2006 and 2005, respecuvely) The deferred compensatlon llablhty in
Other Liabilities in the Consolidated Balance Sheets reflects the fair market value of the ‘plan part1c1pants
compensation deferrals ($10.3'million and $6.9 million at December 31,2006 and 2005, respectwely) Changes
in the market value’ of the marketabie securities and the deferred compensauon liabitity are adjustf:d to fair
market value each reportmg period by a charge or credit to ‘operations in Selling and Administration on the
Company’s Consolidated Statements of Income. ‘ :

|
\ b

Contributing Employee Ownership Plan | |

Effective March '1, 2001, the Company established the Arch Cheimicals, Inc. Contributing Employee
Ownership Pian (*Arch CEOP”) which is a defined contribution plan available to all domestic employees. As of
that date, the Company ended its participation in the Olin Corporation Contributing Employee Owriership Plan
(“Olin CEOP™) and all Company employee balances ‘were transferred to the Arch CEOP. The matching
contribution allocable to Company employees under the Arch CEOP has been included in costs'and expenses in
the accompanying Consolidated Statements of Income and was $3.3 million, $3.7 million and $3 4 million in
2006 2005 and 2004 respectwely -

16. Stock Option and Sharecholder nghts Plans . !

¥

Stock Optlon Plans , . i

On January 1, 2006, the Company adopted SFAS 123R, “Share-Based Payment,” utlllzmg the modified
prospectwe method. The Comipany had previously accounted for its stock-based compensation plans under the.
récognition and measirement provisions of APB 25, “Accounting for Stock Issued to Employees”, 'and related
interpretations as penmtted by SFAS 123, “Accounting for Stock Based Compensation.” SFAS 123R requires all
share-based payments to‘employees, including grants of employee stock options, to be recognized in the financial
statements based on their fair values beginning with the ﬁrst annual period after June 15, 2005 The four stock-
based compensation plans are described below: o

« The 1988 and 1996 Olin Stock Option Plans. At the time of the distribution of .the Company from Olin-
Corporation, outstanding Olin” options were converted into both an option to purchase Company
common stock (“Company Options™) and an option to purchase Olin common stock i(“New .Olin
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I :

‘ " Options”) with the same_aggregate “intrinsic value™.at- thé time of the Distribution as, the old award..

) _ The Company is responsrble for delivering shares of Company common- stock upon exercise of

1 Company Optrons and Olin is responsrble for the dehvery of shares of Olin Common stock upon
- _exercise of New Ohn Optlons Options granted to such employees under the Olin’ 1988 Stock Option

Plan or the Olin 1996 Stock Optron Plan: retamed the ongmal term of the’ option. Opttons granted to

f

1

3

!‘ ') : such employees under the Ohn 1996, Stock Opnon Plan, which were- not vested at the time of the
B S Dlstnbutlon ‘vested in accordance with their’ vesting schedule 80 long ‘as the opttonee rematned

’ t employed at’ the Company. No addltlonal Company Optrons wrll be granted under lhe 1988 and 1996

[

" Olin Stock Option Plans.

1999 Long Term- Incentive Plan Seeks .to encourage " selected salaned employees to acqutre a

propnetary interest in the Company s growth and perforrnance and- to attract.and retain qualified

<+ yindividuals. The plan provrdes for the. ablhty to issue stock optrons restricted stock-and restricted stock.

lé . units; -and performance .awards.. The Plan’ requtres that options be- granted at an exercise price
P representmg the fair market value.of the: common stock “on the ‘grant date. In- general -the employee

- OpthnS vest and become éxercisable wtthm one to three years and all- optlons are exerc1sab]e up to ten

T
[

-
.

. 1999 Stock Plan for Nonemployee Dlrectors 1s a d1rectors compensanon plan under which, stock
| ’_ 0pt1ons "and other.stock awards - may ‘be granted to, nonemployee directors. The Plan requires-that
B optlons be granted at an exercise price representmg the fair market value of the common stock on the
grant date In. general the directors’ options are exerc:sable upon grant and all opttons are exercisable

I
5
. 1. years from the aeo ran
’ L.y from the date of grant.- ‘

up| to ten years from the date of grant

- 1

©At December 31 2006 total shares authortzed for grant under plans established subsequent to the

: Drstnbutlon Date were 2, 298 000
!
t
f
!
}
|
{
I

The followmg table s summanzes stock optron actrvrty durmg 2006 2005 and 2004 (number of optlons in

thousands) . P R a o
s ' ' S . : - Weig'hted‘.‘. o

) RN ! . - -Stock Average : B

L L. e v salL s L . . Options’ Price ~ Range of Prices '.

Balance, December 31, 2003 PO ©.2359 $2381 $16.53-31.92

" Options exércised . : .. Lol e Do s oo 3520 19.27 0 17.38-23.48.

Options cancelled or forfelted e S 4 2540  17.38-31.92

2003 2460 16533192

Balance December 31, 2004 e J ...... S
' ' 110 .2027 . 17.38-28.98

Options exercrsed e e e e e
Options cancelled or forfeited .. . ... e 20 29.58 20.16 - 31.92
Balance, December31,2005....... e e 1,873 . -2480 .16.53.-31.92
Options exercised ...\ i, P ' 492 | 2724, .17.38-3192
Optrons cancelled orforfeited ............... ... ... . 224 2884  17.38-31.92
e LIST $22.99 $16.53,—‘31.92

’

At December 31, 2006 and 2005 opnons covenng 1,157,467 and 1, 872 570 shares, respectwely. were
exercisable at weighted average exercise prices of $22.99 and. $24 80, respectively. The average. remammg

bt

- contractual life was approximately three' years

{

!

]

|

[ -

1[ Balance, December3l 2006 ........ '
| . N

f

|

]
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The following table summarizes information about stock options, outstanding at . December 3|1, 2006
{number of options in thousands): S O . J

A 0

. Wenghted Average '

Rangeof .. . S Number Outstandmg ) itemaining s Option Exercisé Price.
Exercise Prices ~ . ) And Exercisable © - Contractual Life Outstanding and Exercisable
$1653-823.00 ... ST 804 T T3years L $19.401)
- $2858 83192 .. ... © 353 “lyears . . _$31,|71 o

¢ . . ' l,lS'}.. - . ! ‘ o 1.

The total intrinsic value of stock options exercised durmg the twelve months ended December 31 2006 was.
$2.3 million. ..

l '

- As part of the 1999 Long Term Incentive Pian, the Company currently grants seleéléd executives anld'olher
key employees performance awards whose vesting is contingent upon meeting various performance measures
and contains a retentlon feature. This component of compensation-is designed to encourage the 1ong-term i
retention of key executives and to tie a major part of executive compensation directly to Company performance
and'the long-term enhancement of shareholdér value. The award of performance units was'designed (o recognize
and reward targeted retim on equity (“ROE™) at the end of a three-year period. The performance awar'ds are
earned at the end of the three-year period provided the ROE target is achieved. There: 15 an opponumty for
accelerated payout of the performance awards if the ROE target is met or exceeded by the end of the second year
after the grant. If the ROE target is not achieved by the end of year three, 50% of the performance awards will be
forfeited and 50% of the performance awards will be paid out in cash followmg the end of year 51x[|f the
executive is still employed at the Company.’ B . '

. )

: f .
- The performance award_s are settled in cash, which is based on the market price of the Company’s stc|>ck at
the time of settlement. During the service period, compensation cost is recognized proportionately based on the
Company’s estimate of achieving the financial targets. The performance awards are remeasured to reflect the

-market price of the Coinpany’s stock, at each financial statement date -until the award is settled. Total

compensation expense-of $6.3 million,- $4.4 million and $9.4 million "was recognized for the years ended
December 31, 2006, 2005 and 2004, respectively. At December 31, 2006, there was $10.1 million of{total
unrecogmzed compensation cost ' related to the unearned payment arrangements, which.is expected to be

-
recognized over a welghted—average penod of two years based on current financial forecasts and current stock

price. . g

. - S ' 1
The following table summarizes the performance award’ acuvxty for the year ended December 31, 2006
(number of awards n thousands) . '

Performance
A Awards i
Balance, December 31,2005 .. ................ e e 74 ”‘
Awarded .:..:. ..o e e S, 296 |
Paidout ..................... P e (219) '
Cancelled-oriforfeited .. ...... ... . .. ... . . . i, (142) \
Balance, December 31,2006 . ... ... ..t 659

have vested. ’_
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P éhareholder Rights Plan ' Lo o R T o T
| |

‘The Board'.of Directors adopted aJShareholder Rights - Plan .in~ 1999 This: plan is designed to prevent a
- 'potentral acquirer from gaining controlof the' Company without offenng a falr pricé-to all $hareholders. Each
qught entitles a sharcholder ‘(other than thé _potential acquirer) to buy.one“one- -thousandth share of Series A
. Part1c1pat1ng Cumulatrve Preferred Stock at & purchase price of $125:per share. The rights are exercisable’ only if
. a person “(or group’ of affiliatéd persons) acquires more than 15% of: the Company s.common stock or if the Board
of Directors so detennmes followmg the commencement of a tender or exchange offer:to acqulre more than 15%
" of the’ Company’s Common stock. 'If any. person acqulres more, “than 15% of the Company s common stock and
effects a subsequent merger or combmatton with the Company, each right wtll entttle the’ ‘holder (other than the ‘
. acqutrer) to purchase stock or other' propeny of the acqutrer having a market value of twice the purchase prtce :
: The Company can redeem the rlghts at oné cént per right for'a certain penod of time. The rtghts Wlll exptre on.
o January 29, 2009 unless redeemed earlier by thé Company Lol A
. “" i . }
L ;17 Shareholders Equlty

- Common Stock

. On February 8 1999 Ohn the sole shareholder of the Company, distributed (on al for-2 basrs) all the

\ 1ssued and outstandtng shares of common stock, ‘par value $1 per share,-of the Company, to lhe shareholders of

. record of Olin’s-¢ommon stock as of February 15 1999,-upon which. the. Company became a separate 1ndependent
company The total number of shares dtstnbuted was approxlmately 22 980 000. '

‘ At December 3t, 2006 the Company has reserved 1,727,859. shares of its authonzed but umssued common
~stock for possible future issuance in connection with the exercise of stock opttons restncted stock, and
performance ‘share units.

|

| In 2004, the Company established a Rabbi Trust for several, deferred compensatron plans (see Note 15 for

more information), - that permit or require their parttcrpants to defer a. pomon of their compensatron .The
Company s stock held in the Rabbi. Trust is treated in a manner similar to treasury stock, with no: subsequent_
clhanges in fair value and recorded as a reduction of shareholders equrty . e e
On October 28 1999, the: Company’s Board' of Directors approvcd a stock repurchase program whereby the_
' Company is authorized to buy back.up to 1.2 million shares of its common stock, representing approxlmately
. ﬁve percent of outstanding shares. The program was suspended in 2000. In October 2003, the-Board of Directors -
o unammously agreed to continue the previous suspension of-its stock - repurchase program, The Company had
-."previolsly repurchased ‘893,000 shares of the, 1.2 million shares authorized, or approxrmately 75 percent, at a
cost of approximately $16 million: In.connection with the acquisition of the Avecia pool & spa and protection &
hyglene businesses, the Company reissued 744 538 shares w1th a value of $17.4 million.
.' S : : \ : | ..
Series A Participating Cumulative Preferred Stock o
} - .The Company has 40,000 -authorized shares of $1 par value Serles A Pamc1pat1ng Cumulativé Preferred
Stock; of which none is outstandmg : .

pa o . . - it Ca

l
F t . .
R[ tamed Earmngs T o S
|
!
t

Retamed earnings as of Deeember 31, 2006 and 2005 1nclude eammgs (losses) since the D1stnbunon P




. i

Accumulated Other Comprehensive Loss o - e . ‘ ‘ 1

_ Accumulated , other comprehenswe ‘loss - includes’ cumulative foreign currency translat:on adjustments,
pension liability ad_]ustments net of tax and accumulated net unreahzed gain (loss) on denvatwe instruments, net

oftax v

l : "
. S .

- Foreign o Change in Fair A'cc'u.mulaled
A | v . Currency ' - Pension Market Value of " Other
s . Translation Liability - Derivative Comprehensive
_ {_ o . Lo Adjustments Adjustments  Coniracts ' “Loss
($mm11110ns) o . ) L S e L 1 . B T
Balance at December 31 2003 R ©$(11.6) $ (84.8) +—. 5 (96.4)
2004 activity . ....... L. 195 (19.5) - (02 . [(02)
‘Balance at December 31,2004 ... e 79 (1043) .02 . (966)
2005 activity . ... ... U (20.5) ©.1) — . (206)
Balance at December 31 2005 .. - (12.6) (1044) - (0 2) . '(]‘ 17.2)
2006 activity ...1..0 Ll s 400 (47.8) 1.0 ](6:8)
$08 $(124.0)

Balance at December 31,2006 ............... L. 8274 $(1522)

' . . 3

Accumulated Net- Unreallzed Gam (Loss) on Derwatwe Instruments

S ,H

Changes in the accumulated net unreahzed gam (loss) ‘on denvanve 1nstruments for the years ended
December 3, 2006 and 2005 are as follows: i
, December 31, '
2006 2005
Sy

" ($in nulllonsl

1

. -7 : i Year Ended .
) : o
i
¥

: Begmmng balance of accurnulated net unrealized gam (loss) on denvatlve

o mstruments...‘f. PR e $(0._2)' ‘=$(Q'.g)'
Netgalnoncashﬂowhedges ..... PR : ....... w08 0.1
-Reclasmﬁcahonmtoearnmgs.............-...‘.....:...‘.'...-....;"..-._..-‘....; - 0.2 1)
Endmg balance oﬂaccumulated net unrealized gain (loss) on denvanve LTy ‘

i

instruments ... s e L. 508 $(02)
: ? —_i

18. Segment Reportmg j I T ca S
The Company has organlzed its business portfolio into two operaung segments to reflect the’ Company 5
business strategy. The two segments.are treatment products and performance products. |The treatment products
segment includes three reportable business units! the HTH water products business, sthe personal care-and
industrial biocides business and the wood protectlon and mdustnal coatmgs busmess ’ _ : : o
In 2006, the Company mcluded pension expense assoc1ated with the pensmn obllgatmns for renrees
assumed with the H1ckson acquisition as well as for employees subsequently transferred with’ the relalted sold
businesses in Corporate Unallocated expenses that had previously been allocated to the Company’s operatmg
" segments. The Company has reclassified prior penod amounts to conform to the - -current presentatlon The
amounts previously allocated that are now included in Corporate Unallocated for the twelve months ended
December 31 2005 and 2004 were $4.5 million-and $1. 9 nulhon réspectively. . - ! :

1
f '
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| .
} Segment results for the three years ended December 31 were as follows

($,m milliens) ~ T ' ‘ ’ S T, - 2006 2005 -, - 2004
Sa] il . . PR ' ; | LA
| Trealment Products: ' ) - o L
iz HTHWaterProducts ................ooooiiiiiiennann M0 8 4966 $ 4330 § 3660
I " '‘Personal Care and'Industrial Biocides .. . . ... S SR L '2887 - 2727 2346
i Wood Protection and Industrial Coatmgs P ' 382.1 3584 "351.1
[ Total Treatment Products . . . . . . L ST Mieeeo... 11674 .10642 9517 .
i Performance Products: _ - : e
: ~ Performance Urethanes ... ... ... ... e L. 24417 2220 145.0
| .« Hydrazine ................ PO AR Lo 23247 'IB9 0242
{ " Total Performance Producls ............. e e 267.3° 240 9 " 169.2
Total Sales ... 00.......0..lo [ SUCSURS $1434.7 513051. $1,1209
Selgment Operating lncome (Loss), mcludmg Equrty Income in Afﬁhated o
ICompames s
y Treatment Products: . L . . oo
| . HTH Water Products ....... PR e S [N '$ 430 $ 112§ 78
; Personal Care and Industrial Biocides ................ Lol - 4670 456, 506
Wood Protection and Industrial Coatings . ...................... 1.8 166 | -246
i; Total Treatment Products .. ...........ooiiriireineoniinnneanin.. 91.5 :v 734 - 830
i Performance Products: . S o .
f ‘Pérformance Urethanes ................... e L £ 19.8° (5.0y .
t. -Hydrazine .......... SR FT S 28 (08 2%
| Total Performance Products ............. [RRRO R 213 190, (1.5)
| Corporate Unallocated . ... ............ e s e (34.6) . (12.2) - (28.0)
Total Segment Operating Income, including Equity Incomé in ; o ) I )
lAfﬁliateQCompanies..............................J.-. ......... 78.2 80.2 47.5
! Restructuring Expense . ......... A FER — (1.7
| Impairment Expense ,........... e e P, 23.5° " (0.9 (2.9)
| Equity in Earnings of Affiliated Compunlcs ety 08 . 131D - @0
Total OperatingIncome ...........0 ... . ciiiiinniinnnn, IR e 539 6|62:‘ - 389
; Interest eXpense, et .. . .. ..ottt i i e o (20.5) - ,(19.7)7 (18.6)
Total Income from Continuing Operations before Taxes, Equrty in, .. ... C e
Eammgs of Affiliated Compames and Cumulatwe Effect of Accounting . S
CChAnge e 0% 334 0% 465.% 1203
Equity Income (Loss) in Affiliated Companies:
Treatment Products: > " \‘
| HTH Water Products S $ = 0% 2.6“‘ '$ 23
i Wood Protectlon and Indusmal Coatmgs ....................... 0.8 (0.2) 2.2
i Total Treatment Products ... ... i e I, _ 08 2.4 4.5
X General Corporate Unallocated .........:.: R N — 10.7 {0.5)
Totigl Equity Income in Affiliated Companies ......................... $ 08 $''131 $ 40
r a
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($ in millions)

Depreciation Expense: -
Treatment Products:
HTH Water Products .. ........ PP e

" Personal Care and Industrial Biocides ..... J A

Wood Protection and Industrial Coatings . . . . . . e

Total Treatment Products ................... e

Performance Products: - o
Performance Urethanes . .................... S
Hydrazine ..................

Total Performance Products .. ........... e e e
Total Depreciation Expense ... ........ ... .. RO e

Amortization Expense:
Treatment Products:
HTH Water Products . .. .o oo oot T
Personal Care and Industrial Biocides . ......... ... ...t
Wood Protection and Industrial Coatings ............ .

Total Treatment Products ........... e e e
+  Performance Products . . ... e e P

Total Amortization Expense . . ... ... ... ... ... ... .. i e

Capital Spending:
Treatment Products: .
. HTHWaterProducts ... oo
Personal Care and Industrial Biocides ..... ... R S
Wood Protection and Industrial Coatings .......................

Total Treatment Products . ..........oooovevinenn.. e
Performance Products:

Performance Uréthanes . .............. e S

~ Hydrazine ............. e e e e

Performance Products ......0...0. oo [ERTRRE
Total Capital Spending ....................... e

Total Assets:
Treatment Products:
" HTH Water Products .. ... PP
Personal Care and Industrial Biocides .................... . ....
Wood Protection and Industrial Coatings .. .. ......oovviiaann...

Total Treatment Products . ... ... . "o oo S, S
" Performance Products: ,

Performance Urethanes . ...t PR

Hydrazine. ............. e e e

Total Performance Products ............... e e -
o Other- ... e IEETERT N

Total Assets .. ... i . e

Investment & Advances—Affiliated Companies at Equity:
- Treatment Products: o
HTHWaterProducts . . ......... ... ... ... ....... e
Wood Protection and Industrial Coatings . ................ ..

_ Total Treatment Products ............. P
Total Investment & Advances—Affiliated Companies at Equity .. ........

94 -

§
|
2006 2005 2004
$ 114 § 124 5 134
© 109 120 + 117
6.5 66 @ 14
288 310 325
43 51 - 45
2.3 32 - 47
6.6 83 | 9.2
$ 354 $ 3938 417
'$ 08 5 065 03
58 4.8 3.0
2.1 1.8 1.7
87 12i 50
0.2 0.2 0.2
$ 898 74'3s s2
;
$ 87 .% 49:% 60
8.2 63 ! 43
5.6 4.7 ¢ 6.0
22.5 159 163
35 24" 1.1
0.7 -~ 0.9
42 241 20
$ 267 $ 183.% 183

$ 2720 $ 243.2; $ 2173

322.1 2833 296.1
3127 303.0° 3597
9068 8295 8731
87.8 827, 736
10.7 129| 16.9
98.5 956 905
1443  143.7] 1364

51,149.6 $l,068.8fr 51,100.0

$ — 8§ —.8% 94
6.8 5.7 6.1
6.8 571 155
$ ‘68 $ 57 % 155
i




' Segment operating income includes the equity in earnings of affiliated companies and excludes restructuring

. (income) expense and impairment expense, if any. Included in the results of Corporate Unallocated is equity
income of the Planar Solutions joint venture through November 20035, the date of its sale, and includes the gain
on sale of the joint venture of $10.2 million. The Company includes the equity income (loss) of affiliates in its
segment operating results as it believes it to be relevant and useful information for investors as these affiliates are
the means by which cértain segments participate in certain geographic regions. Furthermore, the Company
includes equity income (loss) as a component of segment operating results because the Company includes it to
measure the performance of the segment. Other gains and losses that are diréctly related to the segments are
mcluded in segment operating resulis. The Company believes the exclusion of restructuring and impairment
expenses from segment operating income provides additional perspective on the Company’s underlying business

_trends and provides useful information to investors by excluding amounts from the Company’s results that the

Company believes are not indicative of ongoing operating results.

o
|

! Segment assets include only those assets that are directly identifiable toa segmenl and do not mcl‘ude such
1lems as cash, certain deferred taxes, LIFO reserves, assets held for sale, and certain other assets. Sales by
reportable business unit substantially represem sales for the major product lines of the Company.

' Geographic area information for the periods ended December 31, were as follows:

3 r‘n millions) T 7 . 2006 2005 2004

Sales ' ‘ _ . v ' - '

United States ................. PO EEUCOUDI S I . $°7231 $ 6670 $ 557.8
Europe, Africaand the Middle East .................... e Seien 4239 403.2 . 373.4
Latin Americaand Canada .. ....... ... ... ... . ... ... . .... e 1833 135.1 101.9
PacificRim ................. ..., e .. 104.4 99.8 87.8

Total Foreign Sales ................ e .. 7116 6381 563.1
I - ‘ S S

Total Sales ... .. e e e e e e e - §$1,4347 $1,305.1 $1,120.9

Long-lwed Assets (excludes Goodwﬂl) . . : ’ . _

United States . .. .. PRI ST, S -5 1980 % 1825 % 2114
Raly «oooonnennnn S 487 498 514
England ...... U e e iiieando 1368 128.1 145.5 .
Europe (remammg) Africa and the’'Middle East P e .. . 186 16.1 19.4
Latin America and Canada ... ..... S e [ . 19.5 ° 11.2 9.4
Pacific Rim e D 140 100 124

Total Foreign Long-lived Assets .. ..o e P AU .. 2376 - 2152 2378

" Total Long-lived Asset_s ............... T e [RRRROY . $ 4356 § 3977 S 4492

!
] Sales to external customers are almbuted to geographlc areas based on country of destination. Transfers
between geographic areas are priced generally at prevailing market prices. Export sales from the United States to

unafﬁllated customers were $ll99 million, $98.9 million and $762 million in 2006, 2005 ,and 2(}04
respecnvely _ . o .

19. ' Acquisitions

‘On December 28, 2005, the Company completed the acquisition of the remaining 50 percent share of its
HTH water products joint venture, Nordesclor. The total purchase price, net of cash received, was $16.8 million,
mcluswe of expenses paid and a working capital adjustment, which was paid in 2006. The purchase price is
further subject to a contingent payment of up to $2.0 million in cash based on cumulative earnings over the next
two years The acquisition was financed through local borrowings and available cash.

|
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Annual sales for Nordesclor for the years ended December 31, 2005 and 2004 were $30.4 million and $24.6
million, respectively. Net income for Nordesclor for the years ended December 31, 2005 and 2004 was $5.2
million and $4.6 million, respectively. In 2005 and 2004, the Company recorded.its proportionate -share. of the
results of operations of the Nordesclor joint venture as a component of Equity in Earnings of Affiliated
Companies in the Consolidated Income Statement. As of December 31, 2005, the Company has consolidated the
balance sheet and effectively eliminated the Investment of the Affiliated Company from its Consolidated Balance
Sheet. The preliminary supplemental cash flow information, which includes the final working capual adjustment,
on the business acquired is as follows:, . oo ,

($ in millions)

Working Capital ... .......iviiiiiie e $95
Property, plant and equipment, net ... .. P i8S
GOOAWILL. .« ..ottt e L 9.0
Non-Current Liabilities. .............. i, e C(0.5)

* Investment & Advances—Affiliated Companies at Equity. ................. - (_7.‘{)
Cash paid, netof cashreceived ........... ... . ... . i il $16.8

During 2006, the Company completed its purchase accounting related to the acquisition of Nordesclor and
as a result has recorded intangible assets of $8.5 million. These assets have been reclassified from the. original
goodwill balance. Of the $8.5 million acquired intangible assets, $2.5 million was assigned to tradenames which
is not subject to amortization as it has an indefinite life. The remaining $6.0 million of acquired intangible assets
have a weighted average useful life of approximately 11 years and include customer lists of $5.4 million (10-year
life), developed lechnology of $0.5 million (15-year life) and a non-compete agreement of $0.1 million (14-year
life).

On April 2, 2004, the Company completed the acquisition of Avecia's pool & spa and protection & hygiene
businesses. The results of these operations have been included in the Company’s consolidated financial
statements since that date, The total purchase price, net of cash acquired, was approximately $230.8 million,
inclusive of expenses and a final working capital payment of $7.4 million..The payment consisted of cash and
669,750 shares of Arch common stock which was valued at $15.7 million. The fair value of the common' stock
issued was determined based on the average market price of Arch’s common stock over the 2-day period before
and after the terms of the acquisition were agreéed to and announced, including a discount due to the fact that the
shares contained certain restrictions that limit their immediate marketability. The purchase price was further
subject to contingent payments of up to $5.0 million in cash based upon earnings attributable to North American
sales of certain products. Since the acquisition, the Company has accrued $5.0 million with a corresponding
increase to goodwill, all but $0.9 million has been paid as of December 31, 2006. In addition; the purchase price
was subject to adjustment if the unfunded pension liability in the U.K. pension plan was determined to be less
than $10.0 million, in which case the purchase price was adjusted upwards by the difference between $10.0
million and the unfunded liability, with the consideration split equally between contingent cash payments and up
to 223,250 additional shares of Arch common stock. Based upon the final determination, the share consideration
component of this adjustment was 74,788 shares of common stock, which was issued in January 2005 with a
value of $1.7 million. The contingent cash payments of $1.0 million were earned based upon cumulative global
net sales of certain products through 2005, Since the acquisition, the Company has accrued $1.0 million with a
corresponding increase to goodwill, all of which has been paid. The acquisition was financed principally from
borrowings under the Company’s revolving credit facility. :
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- The following table summarizes the estimated fair value'of the assets acqutred and liabilities assumed at the
) date of acquisition; including the contmgent payments earned dunng 2004. The Company has comp]eted its

' valuatton and the followmg detatls the final allocauon before any contmgent consideration that was subsequently

earned C b o B . . .
o l(slnmi]lions) o S 7 At April 2,2004
s CurrentAssets Ve N [P Cieieaan ..... o $5.594-
N Propertyandequtpment,......' .......... et - 28.1.
“Intang1ble Assets N e P 5954
"Goodwﬂl ..... Feiiieee e U L, 868
' ‘ .Total assels acqutred R e e i en 269.7 S
. Current Ltabthttes B P PRI Ll sl T- 298
Long-term liabilities - . ... ...... 2 O L exs
. "Total liabilities.assumed . .. .. 0. ... ... el T O 389
Net assets acquired ........... P -+ $230.8
o : ~ ST

Included in the. current l1ab1l1ttes in thé’ opemng balance sheet lS ‘ari- accrual for $4.6 m11110n for headcount

’ freducttons ar the U.S. and U. K locanons and ofﬁce closure costs 1n the U. S “As of December 31 2006 all-

"3 e, _".ti“’;

- payrnents have been made I e

. e - (I n'-s
R L

: Of the $95 4, mtlhon of acquired- 1ntangtble assets $18 7 mtlhon was-assigned to tradenarnes Wthh is not.
© -subject to amomzanon as’it has an indefinite life. The remaining $76.7 mitlion of acquired intangible: assets have -

a werghted average useful life.of approx1mately 14 years. The intangible assets that make up that amount include

. customer lists of $45.4 million (14-year weighted-average | useful life), a toxicology database. of $l6 7 mtlhon L
' (IS-yeaI life), $14.2- million was assrgned to developed technology (15 -year life) and a non- compete agreement

of$04mtlhon (5 -year life). - " : . o . e

The $86. 8 million of goodwtll was ass1gned to pool & spa and protect1on & hygtene busmesses in the

o ?amounts of $286 mtllton and $58.2 million, respecttvely
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Litigation

Supplemental Pro Forma Information - - A P !

" The table, below presents unaudited pro forma financial information in connection with the Avec:a N
acquisition as if it had occurred on January'1, 2004. In addition, the Company has excluded from the pro forma
information the results of operauons of the microelectronic materials business as if the sale had occurred on
January 1, 2004 '

' e
The unaudited pro forma information below reflects pro forma adjustments which are based upon curremly b
available information and certain estimates and assumptions, and therefore the actual results may differ fromithe

pro forma results. However, management believes that the assumptions provide a reasonable basis for presemmg

-the significant effects of the transaction, and that the pro forma adjustments give appropriate éffect to those

assumptions and are properly applied in the pro forma financial information. This information should be read in
conjunction with the Form’8-K/A, filed by the Company on June 16, 2004, in connection’ with the | Avecia
acquisition, whlch contains unaudned pro forma combined financial statements and the Form 8 K/A; filed bylthe A
Company on December 6, 2004, in connecuon with the sale of the majority of the m1croelectron1c materlals
businesses. : , b |
& ! X i * o [ W
The unaudited p}o forma financial information is presented for illustrative purpose's only and is !not '
necessarily indicative of the operating results or financial position that would have occurred if the acquisition had
been completed at the dates indicated. The mformauon does not necessarily indicate the future operating results
or financial position of “the Company The Avecna pool & spa business is seasonal in nature as its products are
pnmanly used in the U.S. residential pool market. . :

——

N . Twelve Months
($ in millions, except per share amounts) S Ended December 31, 2004

Bales .. ... e '$11600 P
Income from contlnumg operations befdre cumulative effect of accounting ' i ’ : :
ChANGE . .. § 200 b

NetIncome . . ... . e . $ 226 7

Basic income per common.share - : ) i f

Continuing operations before cumulative effect of accounlmg change .. % 085 !

C OB INCOMIE .« oo e e % 096 |

" Diluted income per cominon share ! i

Continuing operatlons before cumulative effect of account:ng change .. 5 084 |

. Netlmcome ......... . ... ... e, P $ 095 i

20. Commitments and Contingencies ‘ i

Leases

The Company leases certam _properties, such as manufacturing, warchousing and ofﬁce space and data
processing and office equipment. Leases covering these properties may contain escalation clauses base_dlon
increased costs of the lessor, primarily property taxes, maintenance and insurance and have renewal or purchase
options. Total rent expense charged to operations amounted to $15.3 million in 2006, $15.3 million in 2005 :Imd '
$148 mllhon in 2004 (sublease income and contmgent rent expense is nol significant). ; ‘.

" Future minimum rent payments under operatmg leases having initial or remaining noncancelable lease terms
in excess of one year at December 31, 2006 are as follows: $10.6 miltion in 2007; $7.9 million in 2008 $7 |

million in 2009; "$5.3 million in 2010; $2.3 million in 2011 and $4.5 million thereafter. !

The Company was a co-defendant in consolidated lmgatlon arising from a ﬂre in August 2000, Wthl'l -
destroyed a warehouse in Wthh the Company’s water treatment products were stored. The portlon of the

!

i
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llllg'«':ltl(]rl involving claims by individuals was settled and the settlement amount was paid by the Company in
2004. In 2006, the remaining claims were settled for amounts previously reserved for in the consolidated
ﬁnancml statements and the case was dismissed. e -

l In April 2004, the Company was served with a complaint by two parents, their minor child and-the parents
acting ‘as personal representatives of the estates of their. two other children. In the complaint, which was initially
ﬁled in Oregon state court against the Company, two of its subsidiaries; and others, plamttffs alleged that a fire
caused by a spontaneous exothiermic chemical reaction of the Company’s pool chlormatlon products with other
. common household products erupted in the parents’ vehicle while occupied by the famtly In 2006, the Company

settled the case within 1ts msurance hmtts and paid $3 0 million Wthh had prev1ously been accrued
: i , .

There are no CCA-related putatlve class action lawsmts pendtng agamst the Company or its’ sub51d1artes but
there are fewer than ten other CCA- related personal injury lawsuits in which the Company and/or one or more of
the Company ] subs:dtanes is named Individuals in.these Jawsuits allege injury occurred as a result of exposure
to CCA-treated 'wood.” The Company' and- its. subsidiaries -deny the material allegations of -all- the various
CCA related claims and have vigorously defended and will continue to vigorously defend them. As a result, legal

' defense and related costs associated with these cases were srgntﬁcant in 2004, and may be swntﬁcant in the
'future Based on’ the information currently ‘available to the Company, the Company does not-believe the

resolutton of these cases is likely to have a matenal adverse effect on its consolidated financial- condition, cash

|
ﬂow or results of operattons

fIn Brazil, the Company uses a third-party agent to.process and pay certain stateé-import duties. The Company
was, notified of claims for unpaid state import duties, including interest and potential penalties. Some of the
claims have been settled. The Company has $1.4 million accrued for the remaining open tax year. As of
December 31, 2006, the Company- had estimated contingent hablllttes related to the clatms of approximately
$O 3 million.

[ ' .
[In May 2004 the U.S. Depanment of Commerce (“DOC") and the U.s. Intematlonal Trade Commission
(“ITC”) initiated anttdumpmg duty mvestlgatlons of Chinesée and Spantsh suppiters of chlonnated isocyanurates

© and: related chemicals as a result of pet1t10ns filed’ by domestlc producers who assefted that these products were

betng 1mported and sold in the U.S.A. at prices below normal value. One of the suppliers betng 1nvest1gated isa
major supplier of chlormated isocyanurates to the Company In May 2005, the DOC issued its final
determmatmns and found margins ranging from approxtmately 76% to 286% for Chmese producers and
apptl'oxtmately 25% for Spanish producers, with a margin of approxtmately 76% apphcable to the Company’s
primary Chinese supplier. In June 2005, the<ITC found that the imports caused injury to the domestic industry
followmg wh1ch the DOC issued antldumpmg orders mcorporatmg the ITC’ s findings. Asa result of the orders, .
the Company started to make cash deposits of anttdumpmg duties at the rate. “of 76% of the. value of the product
_-1mpprted As permitted annually under the law, the producers requested a review of the orders whrch may result
“in a further adjustment of the final duties to be assessed. In July 2006, the government commenced such review.
[ . .

| In Aprll 2005 and followmg a govemmental 1nvest1gatlon Koppers Arch Wood Protectton (NZ) Ltmtted
(“KANZ") a New Zealand joint venture company in which the Company owns indirectly a 49% interest, was
nanred as a defendant in a civil suit filed by the New Zealand Commerce Commission (“NZCC"”) regardmg industry
_competitive practices. A number,of other companies and individuals, .including Koppers Arch Investments Pty
Limited ("KAIP”), an Australian entlty in-which the Company owns indirectly a 49% interest, and a current KANZ
and KAIP Board member, and. certatn unrelated entities, were also named as defendants. KANZ manufactures and
markets wood preservative products throughout New Zealand and KAIP is a holding company, for. related ‘joint
venture companies, The NZCC sought unspecified fines, 1n3unct1ve relief, and legal costs, among other things. In
Apnl 2006, the High Court of New Zealand approved the joint venture’s proposed settlement with the NZCC. The
settlement called for the payment. of NZ $3.7 million ($2.2 million) and discontinued the proceedmgs against
KANZ KAIP and the board member. As of December 31, 2006, this penalty has been paid. ‘
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Similarly, Koppers Arch-Wood Protection (Aust) Pty Ltd (“KAWP"™), an Australian joint venture company
in which the Company owns indirectly a 49% interest and' the majority shareholder of KANZ, ‘made an
application for leniency under the Australian Competition and Consumer Commission’s ("ACCC”) policy for
cartel conduct. The ACCC granted immunity to KAWP, subject to fulfillment of certain conditions, If conditions
are not fulfilled, the ACCC may penalize KAWP for any violations of the competition laws of Australta Such
penalties, if assessed against KAWP, could have a material adverse effect on KAWP’S busmess financial
condition, cash flows and results of operatlons : : I

In Janvary 2007, a competitor company in New Zealand filed a complaint in the High Court of New Zealand

-against KANZ, KAIP, and several other companies and individuals unrelated to the Company. The complaint
alleges, among other things, that plaintiff suffered damages as a result of the defendants’ violations of New
Zealand’s- anti-competition laws. It secks NZ$4.9 million (approximately $3.3 million) in damages plus
unspecified punitive damages and injunctive relief. These claims, if successful, could have a.material adverse
effect on ' KANZ’s and KAIP’s business, financial condition, cash flows.and results of operations. Addmonally,
other compames may bring claims similar to these against KANZ and KAIP in the future. :

As a result of the Company's ownershtp in such Australtan and New Zealand entities, an unfavorable
resolution or additional litigation of these matters could have a material adverse effect on equity in eammgs of
affiliated companies and dividends received. : ‘ : |

There are a variety of non-environmental legal proceedings pending or thteatened against thel Company
Those matters that are probable have been accrued for in the accompanying Consoltdated Financial Statements
Any contingent amounts in excess of amounts accrued are not expected to have a matenal advers'e effect on
results of operattons financial position or liquidity of the Company. ‘ i 5

|

Environmental - : ' , :

* Olin and the Company have entered into an agreement, which specifies that the, Company is only
responsible for certain environmental liabilities at the Company’s then current operating plant sites and certam
offsite locations. Olin retained the liability for all former Olin plant sites and former waste dlsposal sites. The
Company has also become subject to environmental exposures and potential liabilities in the U.S. and abroad
with respect to the businesses it purchased. In connection with the aoqmsmon of Hickson, the Company acquired
certain env1ronmental exposures and potential liabilities of current and past operating sites all of Wthh have been

accrued for in the accompanymg Consolidated Financial Statements. ) '
: t

In connection with the dtsposmon of the majority of the microelectronic materials b{usmess on
November 30, 2004, the Company ‘provided indemnification for- environmental concerns. For identified
environmental liabilities as of the transaction date, there is no limit to the liability retained by the Company The
Company estimates such potential liability will be less then $1.0 million. For other pre-closing environmental
liabilities the purchaser will be liable for the first $3.0 million liability and the parties will share equally the next
$6.0 million of liabilities with the Company’s total exposure limited to $3.0 million over a 5 year period from the
closing date.

In connection with the disposition of the sulfuric acid business on July 2, 2003, the Company provided
environmental covenants ‘to the purchaser in which the Company is solely liable for the costs of any
environmental claim for remediation of any hazardous substances that was generated, managed, treated, stored or
dlsposed of prior to the closing date of the sale. The Company will be released, under the sales agreement from
its obligation, which cannot exceed $22.5 million, 20 years from the closing date. Addlttona]ly, as part of its
environmental indemnifications, the Company will be responsible, for five years from the closmg date, for
damages dlrectly related to the process sewer system at the Beaumont Texas plant.

. P
As part of the Hickson organics disposition in August 2003, the Company continues to be responsible for
known environmental matters at the Castleford, England site. Such matters have previously been acﬁ:rued for in
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its environmental reserve included in the Consolidated Financial Statements. Additionally, regarding any
unknown environmental matters that are identified subsequent to the sale, the Company agreed to share
responsibility with the purchaser over a seven-year period, with the Company’s share decreasing to zero over.the
seven-year period. The Company’s maximum aggregate liability for such unknown environmental matters.is
£5.0 million. However, in September 2005, the purchaser went into liguidation and is highly unlikely to be able
to honor its environmental 1ndemn1ﬁcauon commrtmenls to the Company The recewer is in the process of
selling off purchasér’s assets and has recently sold the purchaser s ownership interest in the land and equipment
of the former Hickson plant site in Castleford, Eng]and The Company does not belleve there has been any
change in its environmental exposure at the site.

The Company does not anticipate any ‘material exposure_ relatéd to the enwronmcntal mdemmﬁcatmns for
the microelectronic materials, sulfuric acid and the Hickson organics dlsposmons aside’ from what has already
- 'been provided for by the Company for the microelectronic materials and Hickson organics Castleford location.
The Company has estimated that the fair value of any such additional exposure would be immaterial.

The Company s Consohdated Balance Sheets included liabilities for future_environmental expendltures 10
investigaté and remediate known sites amountmg 16 $6.1 million and $6.3 million at December 31, 2006 and
i 2005, respectively. The Company § estimated environmental liability relates to eight sites, six of which are in the
. United States and none of which are on the U.S. National Priority List. These amounts did not take into account
any discounting of future expenditures, any consideration of insurance recovenies or any advances in technology.
These liabilities are reassessed penodlcally to determine if environmental circumstances have changed or if the
" costs of remediation efforts can be better esumated As a resull of these reasseSSments future charges to income
, may be made for additional llabrlmes '

1 ' . : - !

_Environmental exposures are difficult to assess for numerous reasons, including the :dennf'lcauon of new
srtes developments at sites resulting from investigatory studies and rémedial acuvmes advances in technology,
changes in environmental laws and regulations and their application, the scarcity of reliable data pértaining to
identified sites, the difficulty in assessing the 1nvolvement and financial capablhty of other potentially
responsible parties and the Company’s ability to obtam contributions from other parties and the length of time
~ over which site remediation occurs. It is possible that some of these matters (the outcomes of which are subject to

various uncenamues) may be resolved unfavorably agamsl the Company At December a1, 2006 the Company
‘ had estimated additional contingent environmental hablhtles of approxlmatcly $8 mllllon ]

; 21. U.S. Government Contract

' On March 29, 2005, the Company was notified by the U.S. Defense Energy Support Center (“DESC”) that it
| had been awarded a 20-year hydrazine propellant supply contract for approximately $149 million for the
+ production, storage, distribution and handling of hydrazine propellants for the U.S. Government. The Company

. began receiving monthly maintenance fee payments in the first quarter of 2006. Full-scale producnon is
1 * scheduled to begin in 2010.

| .

: In February 2004, the Company was awarded a twenty-five month contract valued at $11.9 million, with the
.DESC for Ultra Pure™ hydrazine. This contract began January I, 2005 and provided fuel for various space
» programs. The contract expired on January 31, 2007.

In 2006, 2005 and 2004, the Company’s performance prodt.tcts._segmem sales include $11.4 million, $6.7
'million and $12.4 million, respectively, related to these agreements.
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22. Restructuring and Other (Gains) and Losses . oW .. - .o [
Restructuring ‘ ) h !
Restrucrurmg j _" i S ) : ' o

| Restructunng cxpense of $1. 7 mllllon in 2004 1nc1udes $2.1 million for severance costs related to headcount :
reductions in the hydrazine busmess due to the explrauon of the governmem contract, offset by a reductlon of

. $0.4 million of prior year restructuring reserves for reVISlons to prevmus plans’ estimates. ,All major actlvmes

related to the 2004 plan have been compleled . . _ ;

. 'As a result of. the acquisition in 2004 of the Avecla pool & spa and protecuon & hyglene busmesses .the
Company incurred $4.6 mitlion for headcount reductions at the U.S. and UK. locations and office closure costs
- i the U.S which has been mcluded as_a component of goodw1l] As of December 31, 2006, all payments: have ‘

been made related to this plan. L o _ . _ , ey

Aa of December 31 2006‘ all affected emplo&ees’ have been notified of their termination; of these, some are
still receiving severance benefits. At December 31, 2006 and 2005, $0.1 million and $0.4' million, respcctweiy, of
restructurmg rcserVes were included in Accrued Liabilities.in the accompanymg Consolidated Balance Sheets

’

Other {Gains) and Losses o . ' ' ‘ . R

Other (gams) ‘and losses in 2006 includes pre-tm( gains from the sale of excess land of $0.8 million,: the sale
of certain assets in Brazil of $0.4 million and $1.2 million from the sale of an investment in an 1ndustnal coatmgs

[l

business. - : L - . : N

_ Othier (gams) and losses in 2005 includes the sale of excess land located at its Brandenburg,’ Kentucky
location of $5.8 million. Total proceeds of the sale’were $6.0 million. This item was partially” offset by an
additional charge of $1 9 million for penalties and interest related to the Brazilian state import tax claim mmally
recorded in 2004, in the performance urethanes, HTH water products and hydrazine businesses. o

Other (gains) and losses in ?.004 prlnc:lpally mcludes a charge for a Brazilian state |mp0rt tax claim of $2 1
million in the performance urethanes, HTH water products and hydrazine businesses, offset by the pre tax gam of
$0.6 million on the sale of a bu1ldmg in the personal care busmcss o o

. . ¢ N
i . . | [
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23. Quarterly Financial Data (Unaudited) o -

! ($ in millions, except per share amounts)
]

First  Second Third  Fourth

1 % ) A - Quarter Quarter Quarter Qum'-ter Year

) Sales .i.......... et .0 $3178 $446.0 $3549 $3159 $1,4347

+ Gross margin . .. .. e e . 879 - 1287 87.2 75.0 378.8

Netincome (1088) (@) . ..ottt it e 57. 29.5 73 (28 k)] 14.2

E Diluted income (loss) per share from continuing operations .

before cumulative effect of accounting change ...... N 0.25 1.22 0.30 (1.17) 0.6l

' Dlluted income (loss) pershare .......................... 0.24 1.22 030 (1.18) 0.58
: Stock market price: ‘ - ' e . :

High ... ..0......... PO S L.o... 3280 3675 3121 3510 3721

| Low .................. e . 27119 L 2933 2494 2689 2494

| Close (atendofquarter) . ............... .. ... ....... 3040 36.05 2845 . 3331 .33.31

Common dividend paid pershare . ... .................... 020 ~ 020 0.20 0.20 0.80

| T : _ _ ‘First - Second  Third  Fourth

: 2005 : ' o " Quarter Quarter Quarter’ Quarter Year

"Sales ...l e e . $301.3 $4113 $3142 32783 $1,305.1

' . Gross margin .,........ e U 837 1167 831 677 3512 .

i Net income (b) ........ e e e e 3.6 274 59 36 40.5

Diluted income per share from continuing operauons before . - e . R :
L cumulative effect of accounting change ............ e . 015 - 1.03 - 028- 021 - 167
' Diluted income pershare ...................cceiiiiinn. 0.15 1.15 0.25 0.15 - 1.70
Stock market price: _

' High ............ S L2929 2990 26388 3114 3114
7 2576 ‘2263 2290 2196 2196 .
Close (at end of qu:uie"r) ......................... ... 2847 . 2496 2325 2990 29.90 .

{ Common dividend paid pershare . . .................. Lo0s - 020 0.20 020 - 0.20 0.80

(a) Net income in the fourth quarter of 2006 mcludes lhe $23.5 million 1mpa1rmem to the mdusmal coatmgs

I goodwill: RN S

(b) Net Income in fourth quarter of 2005 includes a pre-tax gam on the sale of lhe Company s Planar Solutlons
joint venture of $10.2 miilion as well as a pre-tax gain on the sale of excess land located at its Brandenburg,
Kentucky location of $5.8 million. These items were partially offset'by an additional charge of $1.0 million
for penalties and interest related to the Brazilian state import tax claim initially recorded in 2004 in the
performance urethanes, HTH water products and hydrazine businesses (see Note 22 for more information).

[
Item 9.  Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

1

f ~ Not Applicable.

Item 9A. Controls and Procedures

} © As of the end of the period covered by this report, the Company conducted an cvaluauon under the supemsnon

;and with the participation of the Company’s chief executive officer and chief financial officer, of the effectiveness of .
ithe design and operation of the Company’s disclosure controls and procedures as defined in Rule 13a-15(e) and
:15d-15(e) under the Securities Exchange Act of 1934, as amended (“Excl'{ange Act™). Based on this evaluation, the
.Company’s chief executive officer and chief financial officer concluded that as of the-end of such period such
disclosure controls and procedures were effective to provide reasonable assurance that they were reasonably demgned‘
10 ensure that information required to be disclosed by the Company in reports it files or submits under the Exchange
‘Act (i) is recorded, processed, summarized and reported within the time period specified in the rules and forms of the
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Securities and Exchange Commission and (ii) is accumulated and communicated to its management, including its
principal executive and principal financial officers, or persons performing similar functions, as appropriate to’ allow
timely decisions regarding required disclosure.

' There were no changes in the Company s internal control over financial reporting (as defined in Rule l3a-15(t)
and 15d-15(f) promulgated under the Exchange Act) during the fourth quarter of 2006 that matenally affected or are
reasonably likely to matenally affect, the Company’s internal contml over financial reporting.

e ’ * MANAGEMENT REPORT
Management is responsible for the preparation and integrity of the Consolidated ‘Financial Statements
appearing in this Annual Report. The Consolidated Financial Statements were prepared in conformity with
accounting: principles generally.accepted in the United States and include amounts based on management’s
esnmates and ]udgments ‘

Management is also responsible for establishing and maintaining an adequate system of internal control:over
financial reporting as defined in Rules 13a-15(f) and 15d-15(f) promulgated under the Securities Exchange Act of
1934: We maintain a system of intérnal controls that is designed to provide reasonable assurance as to the fair
and reliable preparanon and presentation of the Consolidated Financial Statements in accordance with generally
accepted accounting principles, as well as to safeguard assets from unauthorized vse or disposition.

Qur control environment is the foundation for our system of internal control over financial reporting ‘and is
embodied in our Code of Conduct Our internal control over financial reporting includes written policies and
procedures that: l

* pertain to the maintenance of records that, in reasonable detall accurately and fairly refleet the
transactions of the Company;

* .+ provide reasonable assurance that transactions are recorded as necessary:lo permit preparann of
financial statements in accordance with generally accepted accounting principles;

.« provide reasonable assurance that receipts and expenditures of the Company are made in accordance
with the appropriate authorization of management and the directors of the Company; and .

+ " provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use
or disposition of assets that could have a material effect on the consolidated financial statements.
Internal control over financial reporting includes the controls themselves, monitoring and 1ntemal
audmng practlces and remedlal acuons to correct deficiencies as they are identified.

Management evaluated the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006. Management based such assessment upon the criteria set forth in, Internal Control—
Integratéd Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. This
evaluation included review of the documentation of controls, evaluation of the design effectiveness of controls,
testing of the operating effectiveness of controls and a conclusion on this evaluation. Although there are inherent
llmltatlons in the effectiveness of any system of internal controls over financial reporting, based on our
evaluation,. we have concluded that our 1nlemal controls over financial reporting were effective as of
December 31 2006 : : : :

KPMG LLP, an independent registered public accounting firm, has issued an attestation report on
management s assessment of internal‘control over financial reporting, which is included on the following page

. o
3 .

Michael E. Campbell - : : Louis S. Massimo
Chairman of the Board, President. and Executive Vice President and Chief Financial Oﬁ" icer
Chief Executive Officer

104




b

: .
. E : REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

S o . :
The Board of Directors and Shareholders
Arch Chemicals, Inc.: '

I We have audtted managements assessment, lncluded in the accompanymg Management Report, that
Arch Chemicals, Inc. and subsidiaries (the “Company”) maintained effectwe internal control over ﬁnanctal'
repomng as of December 31, 2006, based on criteria established in Internal Control—Integrated Framework
tssued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”). The Company's
management is . responsible for maintaining effective internal -control’ over financial reporting and" for .its
assessment of .the effectiveness of internal contro} over financial feporting. Our responsibility is to express an
optnton on management's assessment and an opinion on the effectiveness of the Company’s internal control over
.financial reportmg based onour audit. - . - o S RTT o

' ‘We -conducted our audit in accordance-with the standards-of the Public Comttany Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about. whether effective internal control over financial reporting was maintained in all material- respects. Our
;audtt included obtaining an understanding of internal control over financial reporting, €valuating ‘management's
assessment testing and evaluating the design and operatmg effectiveness of internal control, and performing such
other _procedures as, we- considered necessary in the circumstances. We believe. that our audit. provides a
rleasonable basis for our optnton : B : . . — Y

A company's internal control over financial reporting is a process designed to provide reasonable assurance
regardmg the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company'’s internal control over financial reporting
1|ncludes those policies and procedures that (1) pertain to ‘the maintenance of records, that, in reasonable detatl
“accurately and fairly reflect the transactions and dtspos:ttons of the assets of the company, ) prowde reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
-w1th generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) prov1de reasonable
assurance regarding preventton or timely detection of unauthonzed acquisition, use, or dtsposmon of the
company s assets that could have a matenal effect on the ﬁnancml statements .

'! ' Because of its mherent hmttattons mtemal control over financial reportmg _may not prevent or detect
mtsstatements Also projections of any evaluation. of effectivencss to future penods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compltance w1th the
policies or procedures may deteriorate.

, .

I Inour opinion, management's assessment that Arch Chemicals, Inc. and subsidiaries mamtatned effective
mtemal control over financial reporting as of December 31, 2006, is fairly stated in-all material respects based
on criteria established in COSO. Also, in our optmon Arch Chemicals, Inc. and subs1dtanes mamtamed in all
matenal respects, effective internal control over financial reporting as of December 31, 2006, based on cntena
'estabhshed in COSO. : . ‘ . ) o '
! :

% ' We ‘also have audited, in accordance with the standards of the Pubhc Company Accounting 0verstght Board
(Untted States), the ‘consolidated balance sheets of Arch Chemtcals Inc. and subsidiaries as of December 31

2006 and 2005, and the related consolidated statements of income, shareholders’ equity and cnmprehenswe
income, and cash flows for each of the years in the three-year period ended December 31, 2006, and our report
dated February 27, 2007 expressed an unqualified opinion on those consolidated financial statements. ’

i
tl’s/ KPMG LLP

Stamford, Connecticut
February 27, 2007
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_ Item 9B. Other Information ' : . o

Not applicable. !

', : . PARTIII ;
Item 10. Directors and Executive Officers of the Reg:stram ' : . }

The information relating to the Company’s Directors under the headmg Who are the persons nommalcd by
the Board in this election to serve as directors?” and “Who are the other remaining directors and when are their
terms scheduled to end?” in the section entitled “Item 1—Election of Directors” in the Proxy Statemnent relating
to the Company's 2007 Annual Meeting of Shareholders (the “Proxy Statément”) is incorporated by reference
into this Report. See also the list of executive officers following Item 4 of this Report. The information regardmg
compliance with Section 16 of the Securities Exchange Act of 1934, as amended, under the heading {'Section
16(a) Beneficial Ownership Reporting Compliance” in the section entltled ‘Security Ownership of Dlrectors and
Officers” in the Proxy Statement is incorporated by reference into this- Report The information under the headmg :

“Has the Company adopted a Code of Ethics and a policy regarding approval of related party transactions?” in
the section entitled “Addluonal Information Regarding the Board of Directors” in the Proxy Statemenl is
incorporated by reference into this Report: The information under “Audit Committee” and *Committee Chaners
under, the heading" “What are the committees of the Board”.in the section entitled “Additional lnformanon
Regarding the Board of Directors” in the Proxy Statement is incorporated by reference 1mo this Report.

I
i

|
|
Item 11. Executive Compennation ' o A . AR 1

The information in the sections entitled “Execmwe Compensauon and “Dlrector Compensauon’ in the
Proxy Statemem is mcorporated by reference mto this Report

(.}
|

Item 12 . Security 0wnershtp of Certain Beneﬁcuu' Owners and Management and -Related Stockhalder
Matters | . ‘ i f

Theé information concerning holdmgs of Company slock by certain beneﬁmal owners contained in the
section entitled “Certain Beneficial' Owners” in the Proxy. Statement and the’ information concerning ‘beneficial
ownership of the Company’s common stock by directors and officers of the Company in the qecuon:enutled
“Secunty Ownership of Directors and Off cers” m the Proxy Statement are mcorporatcd by reference lrnto this
Report . I

!

i
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E ' . ' -

; Equity Compensation Plan Information as of December 31, 2006 .

1 ' N i, '

! - S o Number of securities
! R o remammg available for*
|
L.

' Number of securities to We|ghted-average future issuance under equity

be issued upon exercise . - exercise priceof ~.+ - - compensation plans
. of outstanding options, - outstandmg opttons, - {excluding securities
- Plan’ calegory . et i warrants and rights ° warrants and rights  reflected in column(a)) (2)
} (@ _ . (b)Y . - (e) -
Eqmty compensauon plans approved by L S o
*security holders (1) " ... .~ SR 1,157,467 . -, . $2299 . 587,463 ..
‘ Equ1ty compensanon plans not approved by . : R T S A
securny holders ............. e . | N/A-. . . NA b T
0 _.Total e REREEERER T . L 157,467 $2299 - -t 587, 463' T

v
¢

(1), Figures. include mfonnatlon for equtly compensanon plans of Olin that issued m 1999 opnons o acqulre‘

| options were ouistanding. R ‘ ‘ a

i commeon stock at the end 'of* the deferral period. Shares remaining available for fture issuance by plan are:

- 10 547,945 under:the 1999 Long Term:Incentive Plan, 22,447 under the I999 S{ock Plan for Non Employee

Directors and IT o7r under the Ernp]oyee Deferra] Plan. -

EEECIS ".' . ) P . : . R . P . S N N

-

Item 13 Certaln Relanonshtps and, Related Transacuans and Dlrector Independence ‘ ? 3 ;

! shares of the Company s common stock in- exehange for old Olin options as part of an equnable adjustment'-; '
7.1 made in connection® with the spmoff of the Company from Olm in 1999.'No further optlons to-acquire'the . -1 -
' Company s common stock- may be issued under such plans. ‘As of December 31 2006, 232, 940 of lhese o

-(2)" 587,463 of the shares shown i may be issued in conneeuon with' future grants of stock-based awarcls and -
future’ deferralsof compensanonlto slock accounls 41,874 of the shares shown relateito various. cuirent -
- deferrals of- awards “or- compensauon in the® form of phantom shares payable in shares of the Company 5

+ The information under the headings “Has the Board of Dlrectors adopted Pnncrples of Corporate e

' Govemance'?" “What is the categorlcal independence standard used by the Board to determine -whether Board.”

‘ members are independent?” and “Has thé Company adopted a Code of Ethics and a policy regardmg approval of
= related pany transactions?” in the secuon entitled “Addmonal Information Regardmg the Board of Dlreclors .in
r'the¥ Proxy Sratement is mcorporated by reference mto this Report.

. Ite‘m 14 Pnnapal Accountant Fees and Semces )

[ The mfonnanon contained under the headings “What were KPMG audit fees in 2005 and 2006"'" and “Pre-
Approval Policies. and Provisions” i in the section. ennlled “Item 2 Ratification of Appomlment of Independent
Reglslered Pubhc Accounung Flrm in the Proxy Statement is’incorporated by reference into this Report.

' .,

?
N - .
\\P . . !_1."%f. : B

!
f
|
|
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PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) l. Fmanctal Statements

- The followmg is a list of the Financial Statements 1ncluded in Item 8 of this Report:

| P
Report of Independent Registered Public Accounting Firm ...................... e .. 56
Consolidated Balance Sheets as of December 31,2006 and 2005 . .......0....... ..\ Vs e, 57
Consolidated Statements of Income for the Years Ended December 31, 2006, 2005 and 2004 ........ ‘... 58
Consolidated Statements of Cash Flows for the Years Ended December 31, 2006, 2005 and 2004 . . . .. .. .59
Consolidated Statements of Shareholders’ Equity and Comprehensive Income for the Years Ended -
December 31, 2006,2005and 2004 .. .............. N .. 60
Notes to Consolidated Financial Statements ......... e e 61

2. Financial Statement Schedulés -, |

Except.as noted below, schedules not included herein are omitted because they are inapplicable or not
required or because the required information is given in the consolidated financial statements and notes thereto.
! l
The financial statements of the Company s Nordesclor joint venture and Koppers Arch. -joint vemure have
been summarized within the Notes to the Consolidated Financial Statements due to the sngmﬁcance of their
results to the consolidated Company for 2004. Separate financial statements of the remaining 50% or less owned
companies accounted for by the equity method are not summarized herein and have been omuted because they
would not constitute a significant subsidiary. : \
3. Exhibits : ! :
. Management contracts and compensatory plans and arrangements are listed as Exhibits 10.6 through 10.18
below. , '

2.1 Share Purchase Agreement, dated August t1, 2003, among Hickson Limited, Greentag (8) Limited,
Hickson International Limited, Arch Chemicals, Inc. and Hickson & Welch Chemical Products
leltod—Exhlblt 2 to the Company’s Current Report on Form 8-K, filed August 18, 2003 *

22 . Restated Sale and Purchase Agreement dated as of 8th March 2004, among Avecia Investments
Limited and others and Arch Chemicals, Inc., restating an agreement made between the’  parties on
4th March 2004—Exhibit 2.1 to the Company’s Current Report on Form 8-K, ﬁled March 8
2004.* j

2.3 " Stock and Asset Purchase Agreement dated as of October 24, 2004 betWeen Arch Cherhicéls Inc.
and Fuji Photo Film Co., Lid.—Exhibit 2 to the Company’s Current chort on Form 8- K filed
October 25, 2004.*

2.4 First Amendment dated as of November 30, 2004 to the Stock and Asset Purchase Agreetnent dated
as of October 24, 2004 between Arch Chemicals, Inc. and Fuji Photo Film Co., Ltd. —Exhlblt 2to
the Company’s Current Report on Form 8-K, filed December 6, 2004.* '

» }

31 Amended and Restated Articles of Incorporation of the Company-—Exhibit 3.1 to the Company ]
Current Report on Form 8-K, filed February 17, 1999.* -
3.2 By]aws of the Company as amended October 26, 2006—Exhibit 3 to the Company s Current

Report on Form 8-K, filed October 31, 2006.* |

]
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Specimen Common Share certificate—Exhibit' 4.1 to the Company’s Reglstrauon Statement on

i
1
4.]
1 _Form lO as amended.* -
4.2l ' Amended and Restated Amctes of lncorporatlon of the Company (filed as Exhlblt 3.1 hereto).*
4 Bylaws of the Company (filed as Exhibit 3.2 hereto).*
4.4(a) Rights Agreement dated as of January 29, 1999 between the Company and ChaseMellon

Shareholder Services, L.L.C., as Rights Agent—Exhlbu 4.1 0 the Company’s Current Report on
Form 8-K, filed February 17, 1999.*%

Amendment No. 1, dated July 25, 1999, 1o Rights Agreement, ddted as of January 29, 1999—
Exhlblt 4to the Company’s Quarterly Report on Form 10-Q, for the perlod endmg June 30, 1999.*

. oo
LY TR "SR - S Y % B

=2

Rerg

4 {c) - Amendment No. 2, dated Apnl 26, 2002, to nghts Agreement, dated as of -January 29, 1999—
, Exhibit 4 to the Company’s Quarterly Report on Form 10-Q for the pe'n'od ending March 31, 2002.*
. ‘l % Form of Rights Certificate (attached as Exhibit B to the Rights Agreement filed as Exhibit 4.4(a)
T '.hereto) * "
46 " Revolving Credit Agreement, dated as of: }une 15, 2006 among Arch Chemicals, Inc., The Lenders

Party hereto, JPMorgan Chase Bank, as Administrative Agent, J.P. Morgan Securities Inc., as Joint
Lead Arranger and Joint Book Manager, Banc of America Securities, L.L.C., as Joint Lead-
Arranger and Joint Book Manager, SunTrust Bank as Documentation Agent, and Bank of America,
National Association and Citizens Bank of Massachusetts, as Co-Syndication Agents —Exhibit 4 to
the Company’s Current Report on Form 8-K filed June 20, 2006.* ‘

T 4.7(a) Note Purchase Agreement, dated as of March 20, 2002, among the Company and the purchasers -
- named theréin, relating 10 the Company’s $149,000,000 Senior Notes, Series A due March 20,
2007 and $62,000,000 Senior Notes, Series B, due March 20, 2009—Exhibit 4.8 to the Company §
Annual Report on Form 10-K for the period ending December 31, 2001.*

.4.7(b) Flrsl.Amendment entered into as of February 27, 2004 relating to the Note Purchase Agreement
dated as of March 20, 2002 among the Company and the purchasers named therein, relating to the
Company s $149,000,000 Senior Notes, Series A, due March 20, 2007 ‘and $62,000,000 Senior
. .weNotes, Senes B, due March 20, 2009—Exhibit 4.2 to the Company’s Current Report on Form §-K,
: filed March 8,2004.*

4.7(lc) Second Amendment, dated as of May 12, 2006 to Note Purchase Agreement dated as of March 20,

~ooo 1. 2002, -among the Company and the purchasers named therein, 'relating to the .Company's

' .. $149,000,000 Senior Notes, Series A, due March 20, 2007 and $62,000,000 Senior Notes, Series B,

! due March 20, 2009—Exhibit 4 to the Company’s Quarterly Report on Form lO-Q for the period
endtng June 30, 2006.*

o
10.1 I Distribution Agreement dated as of February 1, 1999 between the Company and Olin—Exhibit 2
o to the Company’s Current Report on Form 8-K, filed February 17, 1999 * S0

10.2.; Form of Employee Benefits Allocation Agreement between the Company and Ohn—Exhlblt 10.4
- ‘to the Company’s Annual Report on Form 10-K for the period ending December 31, 1998.*

"10.3 _ Form of Intellectual Property Transfer and License Agreement between’ the Company and Oltn—
'Exhibit 10.9 to the Company’s Reglstrauon Statement on Form 10, as amended.*

:"IOJ4 5 Tax Sharing Agreement, dated as of -February 8, 1999, between the Company and Olm—
T Exhibit 10.9 to the Company s Annual Report on Form 10-K for the period ending December 31,

‘ 1998.* iy ‘ .
105 Charleston Services Agreemem, dated as of February 8, 1999, between the Company and Olin—

\ Exhibit 10.10 to the Company’s Annual Report on Form 10-K for the period ending Decémber 31,
1998.* .
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10.6(a)
10.6(b)
10.7
10.8

1 o.é(q)
1o.§(b)

10.10(a)

10.10(b)

10.11{a)

1

ld.ll(b)

10.12(a) |

10.12(b)

10.13 -

10.14

10.15

10.16

10.17

10.18(a)

. Company 5 Annual Report on Form 10-K.*

-

Form of Execunve Agreement—Exhibit 10.1 to the Company’s Current Repoﬂ on Form 8-K, filed
January 5, 2005.* , o
Form of Change in Control Agreement—Exhibit 10.2 1o the Company s Current!
Form 8-K, filed January 5, 2005.* '

1999 Stock Plan for Non-employee Directors, as amended October 28 2004——Exh1bn 10 to the
Company s Quanerly Report on Form {0-Q for the period énding September 30, 2004.%!

1999 Long Term Incentive Plan, as amended through February 9, 2005—Exh1b|t 109 to the

Report on

_Supplemental Contributing Employee Ownership Plan, as amended and restated January 30,

2003—Exhibit 10.10 to the Company’s Annual Report on Form 10-K for the penod endmg

. December 31, 2003.* . AR

Amendment, dated as of November 3, 2005, to the Suppleémental Conmbmmg Employee
Ownership Plan—Exhibit 10.5 to the Company’s Quarterly Report on Form 10-Q for the period
ending September 30, 2005.*

I
Supplementary and Deferral Benefit Pension Plan, as amended July 29, 1999—Exhibit 10.16 to the
Company’s Annual Report on Form 10-K for the period ending December 31 1999.*

Amendment, dated as of November 3, 2005, to the Arch Supplementary and Deferral Benefit
Pension Plan—Exhibit 10.] to the Company’s Quarterly Report on Form 10-Q for the period
endlng September 30, 2005.*

Semor Executive Pension Plan, as amended and restated as of October 23, 2003—Exh1b1t 10.12 to

" the Company 8 Annual Report on Form 10-K for the penod endmg December 31, 2003 *

Amendment,- dated as. of November 3, 2005, to the Arch Senior Execunve Pensmn Plan—

- Exhibit 10.2 to the Company’s Quarterly Report on Form 10-Q for the penod ending September 30,

2005.*

t

. Employee Deferral Plan, as amended and restated January 30 2003~—Exh1b1t 10.13 to the

Company’s Annual Report on Form 10-K for the period ending December 31, 2003.*
Amendment, dated as of November 3, 2003, to the Arch Chemicals, Inc, Employee Deferral Plan—
Exhibit 10.4 to the Company’s Quarterly Report on Form 10-Q for the period ending STptember 30,
2005.*

Senior Executive Life Insurance Plan (effective December 6, 2005)—Exhibit ‘10 3 to the
Company s Quarterly Report on Form 10- Q for the period ending Seplember 30, 2005 *

Arch Chemicals, Inc. Annual Incentive Plan, as amended December 9, 1999 and Apnl 27, 2000—
Exhibit 10.21 to the Company’s Annual Report on Form 10-K for the period endmg December 31,
2000.*

Senior Management Incentive Compensation P]an as amended through February 9, 2005—
Exhibit 10.17 to the Company’s Annual Report on Form 10-K for the period endmg December 31,

- 2004 %

Form of Award Description and Agreement for Performance Share Awards gramed under Arch
Chemicals, Inc. 1999 Long Term Incentive Plan—Exhibit 10,18 to the Company’s Annual Report
on Form 10-X for the period ending December 31, 2004.*

Form of Award Description and Agreement for Performance Retention Share Awards granted
under Arch Chemicals, Inc. 1999 Long Term Incentive Plan—Exhibit 10.19 to the Company’s -
Annual Report on Form 10-K for the period ending December 31, 2004.*

Additional details regarding the 2004 Awards—Exhibit 10.18(a) to the Company s Annual Report
on Form 1)-K for the period ending December 31, 2005.*
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" Additional details regardmg the 2005 Awards—Sectlon 1.01 of the Company’s Current Report on
. Form'8; K, ﬁ]ed February 14, 2005 *

-t

Yooy

Addltlona] detalls regardlng 2006 Awards—Sectlon l Ol of the Company s Current Report on
. Form 8-K, ﬁled February 10, 2006 *

" Receivables- Sale Agreement dated as of June 27 2005, among the Company, Arch Chemlcals

Specnalty Products,’ Inc., *Arch Treatment Technologles Inc., Aich Wood Protection, Inc., Arch
Personal Caré Products L:P., ‘and Arch Chemicals Receivablés Corp. —Exhlblt 10.1 to the
Company s Current Report on Form 8-K, filed June 30, 2005.*

- Amendment No. 1 to Recetvables Sale Agreement dated July 28, 2005 among the Company, Arch B

-, Chemicals Specialty Products,. Inc.; Arch Treatment Technologies, Inc., Arch Wood Protection,

Inc., Arch Personal Care Products, L.P., and Arch Chemicals Receivables Corp.—Exhibit 10 to the
Company’s Quarterly Report on Form IO -Q for the period endmg June 30, 2005.*

Recervables Purchase Agreement dated as of June 27, 2005 ‘among  Arch Cheémicals
Receivables Corp the Company, Three Pillars Funding LLC and SunTrust Capital Markets, Inc.,

as Administrator—Exhibit 10.2 to the Company’s Current Report on Form 8-K, filed June 30;
2005.*

List of Subsidiaries.

Consent of KPMG LLP.

Certification of Chref Executrve Officer pursuant to Rule l3a 14(a) or Rule 15d 14(a).
Cemﬁcatlon of Chief Financial Ofﬁcer pursuant to Rule 13a- I4(a) or Rule 15d-14(a).
Certlficatlon of Chlef Executive Officer and Chtef Financial Officer pursuant to lS U.S.C. 1350.

.* Previously filed as indicated and mcorporated herein by reference Exhrbrts 1ncorporated by reference are
| located i in SEC File No 1-14601 unless otherwise mdlcated
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SIGNATURES L
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-!

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act c})f 1934, the reglstrant

Dt\te: February 27, 2007 o

" has duly caused this report to be signed on its behalf by the undersngned thereunto duly authorlzed

ARCH CHEMICALS, INC. | ;

f . s '
X By. " s/ MIcHAEL E. CAMPBELL

.

[
i
i

Michacl E. Campbell
Chairman of the Board, President and
ChiefE.te_cutiv'e Officer

i
|
!
t
.1

Pursuant to the reqmrements of the Secunttes Exchange Act of 1934 this report has been sngned below by
the followmg persons on behalf of the reglstrant and in the capacities and on the date mdlcated

Slgnalure

Is/ M[CHAELE CAMPBELL

Michael E. Campbell

/s{ RICHARD E. CAVANAGH

¢ Director o

Richard E. Cavanagh .

) ) y
/s/  H.WiLLiaM LICHTENBERGER

H. William Lichtenberger

/s/ MicHAEL O. MAGDOL

Michael O. Magdol

/s/ DANIEL-S. SANDERS

Daniel S. Sanders

/s/  JOHN P. SCHAEFER

John P. Schaefer

/s/  JANICE J. TEAL

Janice J. Teal

fs/  DoucLAS J. WETMORE

Douglas J. Wetmore

/s/  Louis S. MASSIMO

Louis 8. Massimo

Js/ - STEVEN C. GIULIANO

Steven C. Giuliano

Date: February 27, 2007

K Title

|
i

Chairman of the Board, President,- Chief Executive

Officer and Director (Prfncipal Exec:l:ttive Officer)

Director
Director
Dtrector ;
D'trector
Director i

Director A

1
i

i ,

{
!

Executive Vice President and Chief Financial Officer

(Principal Financial Officer)

Controller (Principal Accountit\g Officer)
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Investor Information

Arch Chemicals, Inc., headquartered in Norwalk, CT, is a global Biocides company providing innovative, chemistry-based solutions 10
controk the growth of harmful microbes. The Company’s concentration is in water, hair and skin care products, pressure-treated wood,
paints and building products, and health and hygiene applications. Arch and its subsidiaries have leadership positions in two segments:
Treatment Producis and Performance Products. We serve leading customers in these key markets with forward-looking solutions to
meet their chemical needs. Including its subsidiaries, Arch employs a global workforce in manufaciuring and customer-support
facilities in North and South America, Europe, Asia and Africa.

Board of Directors

Michael E. Campbell
Chairman, President and
Chiaf Executive Officer,
Arch Chemicals, Inc.

Richard E. Cavanagh **
President and Chief Executive Officer,
The Conference Board, Inc.

H. William Lichtenberger *?
Retired, former Chairman and

Chief Executive Officer,

Praxair, Inc.

Michael 0. Magdol '?
Former Vice Chairman, Fiductary
Trust Company International

Daniel S. Sanders **
Retired, former President,
ExxonMobil Chemical Company

John P. Schaefer "*

President, LSST Corporation
]

Dr. Janice J. Teal "*

Group Vice, President and

Chief Science Officer,

Avon Products, Inc.

Douglas !J. Wetmore '*
Senior Vice President and
Chief Financial Officer,

IFF Global t—leadquarters

Commi*tees of the Board

' Audit Commiittee
John P. Schaefer, Chair

TCompensétion Committee
H. William Lichtenberger, Chair

3 Corporate‘ Governance Committee
Richard E: Cavanagh, Chair

Executive Offices

Arch Chen'!licals, Inc.

501 Merritt 7, PO. Box 5204
Norwalk, CT 06856-5204
Telephone:; 203.229.2900

Annual Meeting

The Annual Meeting of Shareholders will be
hetd on Thursday, April 26, 2007 at 10:15 a.m,,
local time, 'at the Stamford Sheraton Hotel,
2701 Summer Street, Stamford, CT 08905.

Arch
Chemicals,
Inc.

Corporate OHicers

Michael E. Campbell
Chairman, President and
Chief Executive Cfficer

Paul J. Craney
Executive Vice President

Louis S§. Massimo
Executive Vice President and
Chief Financial Officer

Hayes Anderson
Vice President, Human Resources

Sarah A. O'Connor
Vice President, General Counsel
and Secretary

Transfer Agent and Registrar

The Bank of New York

1.866.857.2223 {From U.5. and Canada)
1.212.815.3700 {Outside U.S. and Canada)
1.888.269.5221 {Hearing Impaired — TTY)

Address Shareholder Inquiries to:

The Bank of New York
Investor Services Department
PO. Box 11258

New York, NY 10286-1258
e-mail address:
shareowners@bankofny.com

Send Certificates for Transfer and
Address Changes 1o:

The Bank of New York

Receive and Deliver Department
P.O. Box 11002

New York, NY 10286-1002

Web site: www.stockbny.com

The BuyDIRECT®* Share Purchase and
Dividend Reinvestment Plan provides a
convenient, cost-effective way to purchase
shares of our stock and to automatically rein-
vest dividends. If you have any questions or
need additional information, please contact
The Bank of New York at 1.866.857.2223.

Stock Trading Information

Arch Chemicals, Inc. is traded on
the New York Stock Exchange
Ticker Symbal: ARJ

Form 10-K

A copy of the Company’s Form 10-K may
be obtained by any shareholder, without
charge, upon request to:

Dora Glendinning

Arch Chemicals, Inc.

Investor Relations Department

501 Maerritt 7, £O. Box 5204
Norwalk, CT 06856-5204

Telephone: 203.229.2654

e-mail address:
dbglendinning@archchemicals.com

Corporate Governance

The following documents are posted

on the Company’s Web site at

www.archchemicals.com

* Principles of Corporate Governance

« Audit Committee, Corporate Governance
Committee and Compensation Committee
Charters

s Code of Conduct

Information

Investors, stockbrokers, securities
analysts and others seeking information
about Arch Chemicals, Inc. should contact:

Mark E. Faford

Director, Investor Relations and
Communications

Arch Chemicals, Inc.

501 Merritt 7, PO. Box 5204
Norwalk, CT 06856-5204
Telephone: 203.229.2654

e-mail address:

mefaford @archchemicals.com

Information can also be obtained
from our corporate Web site at:
www.archchemicals.com

Equal Employment
Opportunity

Arch is committed to providing equal
opportunities in the workplace.

Forward-looking statements made in this 2006 Annual Report to Shareholders are subject 1o
the Company's “Cautionary Statement under Federal Securities Laws” contained in the

accompanying 2006 Form 10-K.
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Arch Chemicals, Inc.

501 Merritt 7

P.O. Box 5204

Norwalk, CT 06856-5204
www.archchemicals.com




